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As  appears  In  Its  title  this  Report  is  merely  an  introduetion 
to  a  Tery  ouch  larger  subjeet  on  which  further  research  it  urgently  required. 
It  is  issued  by  the  International  Management  Institute  in  the  hope  that  it 
may  ■timulate  interest  in  a  question  which  is  of  Tital  iiq>ortance  to  better 
business  management  and  hence  to  the  well-^being  of  the  comounity* 

The  preliminary  studies  of  a  nomber  of  business  combinations  in 
Xarope  and  the  Uhited  States  and  the  draft  on  which  the  report  is  based  were 
undertaken  by  Miss  M.  Locke  (Mrs.  fheatcroft)  with  the  assistance  of  a  Laura 
Spslaan  -  Rockefeller  trarelling  fellowship.   Work  was  also  contributed  to  the 
report  by  Mr.  I.  Baliol  Scott  (now  of  Wallace  Clark  A  Coiopany)  and  by  Mr.  H,  M. 
Spitser  (formerly  of  the  staff  of  the  Institute). 

The  Board  of  the  Institute  take  this  opportunity  of  thanking  all 
those  who  have  assisted  in  the  work  of  coiqpilatioa. 


-^-4fe^ 
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THE  ADMIHISTBATION  AND  UASA^aSUMT   COT  BUSINSSS  COMBXMTIOHg^ 

IirPHODUCTOaY  IfflPOgT 

DMCHIPTION  cap  THE  ENOmHY.. 

A.  pinnBLOPMBNT  OF  BUSINESS  jNTSBfRISES  FROM  Sll/^LZ^TO ^(MtlMJO-^^ 

One  of  the  chief  chari^teristici  of  modern  bxialnesB  development  is  the 
change  in  the  stjnicture  of  the  typical  enterprise*  from  the  unit  factory, 
Tinder  the  control  of  a  single  company p  to  the  combination  whe??e  a  n^anber  of 
operating  iinits  are  all  Tonder  some  form  of  eantrol  control  or  regulation. 
This  development  comes  about  in  two  ways 5  in  some  cases  through  the  expansioi] 
of  the  operations  of  a  single  con5)any  into  new  territories  or  new  types  of 
enterprise p  in  others  through  the  consolidation  or  association  of  existing 
tingle  or  coiqplex  enterprises  into  new  trading  groups^ 

This  development,  which  is  sometimes  known  as  the  "combination  movement",  it 
from  one  standpoint  a  logical  consequence  of  the  exercise  of  economic  initia- 
tive by  powerful  personalities »   In  this^orm  it  has  bean  known  throughout 
modem  history,  and  particularly  in  the  commercial  and  financial  fields 
(cfc  the  Hansa  the  Fugger  the  flothtchild) .   But,  in  recent  years,  it  has 
become  of  increasing  1ji5)0rtance  for  a  variety  of  reasons.   The  rapid  spread 
of  the  principle  of  lijnited  liability  in  the  last  quarter  of  the  XIX  Century 
offered  an  opportunity,  which  had  previously  been  lacking ^  for  the  effective 
financing  and  control  of  such  larger  business  aggregations ^   At  first  «ach 
tendencies  were  viewed  with  great  public  distrust  as  facilitating  the  creation 
of  monopol'.-!?  and  th«  ftxer-uis^a  of  ir?sirponsible  authority  by  busineiss  .^agnates 
without  protection  for  the  public  inter'este   More  recently:,  and  particularly 
in  the  last  decade,  the  technical  advantages  of  large  scale  business  oper-a- 
tion  and  the  logical  necessity  of  such  forms  of  organisation  if  the  full 
potentialities  of  the  machine  technology  are  to  be  realised,  nave  enforced 
an  accelerating  increase  in  the  si2s  of  combinations  and  in  the  variety  of 
business  enterprises  brought  within  their  scope. 

▲t  the  same  time,  there  has  b«en  a  growii^  public  recognition  of  the  wastes 
inherent  in  un-regulated  individua-  competition  and  of  the  fact  that,  whatever 
their  imm«)diate  incidence,  such  was  es  nave  ultijoately  to  be  borne  by  the  con» 
sumero  On  the  other  hana„  it  has  oecome  increasingly  manifest  that  large  scale 
production  necessazily  demands  mass  distribution,  a  wide  and  certain  market 
which  can  only  be  secured  by  progressive  ia^rovements  in  efficiency  which  are 
passed  to  the  cons\unsr  in  lower  prices  and  ^o  the  producer  in  enhanced  eam-o 
ingSo  The  very  s^'«e  of  modem  business  combinations  also  ensures  a  degree  of 
publicity  as  to  their  operations  which  is  in  7.tse]f  a  aa^teguard  against  exploit 
tatiottw   Thus,  both  techniceu  and  econooiic  considerations  have  combined  to 
hurry  forward  the  tendency  towards  eombination,  while,  at  the  same  time,  public 
resistance  to  the  conception  has  appreciably  diminithado 

Hitherto  ''-his  movement  has  usually  been  studied  from  one  of  two  main  pointt  oj 
viewc  The  first  is  the  juridical  aspect,  which  considers  the  legal  structure 
of  the  combmatittp 0  itt  external  relationships  with  the  State,  other  enterpri 
and  the  community,  as  far  as  they  are,  or  can  be^  regulated  by  legislation^ 
second  is  the  socia).-economic  point  of  view  which  considers  the  effects  of  c( 
bination  on  the  economic  otructure  of  the  community  and  its  inf  luencf*  on  sup] 
prices,  population;  occupation  and  on  genera)  social  development »  But  there 
a  third  standpoint  from  idiich  combinations  can  be  studied  which  may  well  pro^ 
in  the  long  run,  to  be  of  greater  iiq^oxtance  than  either  of  those  already  max 
tionedc  This  ttandpoint  is  o.ngtmad  with  thai??  «ff idtncy  at  a  system  of 


I^^AV 


■i* 


ainlnletration.  How  far  do  they.  l»  fact.  reallM  the  ?»»""»!  'f^"^'*  "^"„, 
lyin«  the  decision  to  form  theniT  To  what  degree  are  »uoh  economies ,  where  they  are 
r«?l«4  litoly  to  prove  tetrmoraryt  That  ie  to  say.  what  is  the  possihillty  that 
4fc  a!  ;diifi  ?rati?eTiffi^txes  may  arise  in  t.e  course  of  the  -»l'f  i«°  °^ 
"ese  large-scale  undertokings  which  will  offset  any  economic  advantages  achieved 
„  the  ref^t  ^  first  enthusiasm  or  of  the  "leadership"  of  some  outstanding  per- 
.onalltvT  To  What  extent,  as  a  method  of  husinees  operation,  do  they  hold  out 
or^lw  of  MnliSui".  ai^  what  are  the  foras  ai^  methods  of  administration  calcul- 
at^  to  wcSe  tS^lr  irogresfive  efficiency?  The  ri.^  ii^plied  in  these  question, 
ha.  already  heen  suggested  by  certain  economists.  f)X,     The  special  standpoint  out- 
lined has  also  heen  emphasised.  pZ. 

Obviously  this  general  question  of  the  efficiency  of  business  combinations  can  be 
approached  from  one  of  two  angles.  In  the  one  case  ^/J^««5?V^.^*  "?t!  "?.  ^ 
SSure  the  actual  results  of  combinations  as  e35)ressed  in  terms  of  profit  and  Vo 
compare  those  results  with  similar  figures  for  the  individual  undertakings,  prior 
to  combination.   An  interesting  preliminary  study  on  these  lines  haf*  been  -a^^^*^ 
out  ?n  t^  U.S,A,  03.  Alternatively  it  is  possible  to  examine  the  foms  and  methods 
of  administration  actually  adopted  1^  business  combinations  and  particularly  the 
proEIn  this  -field  which  differ  from  those  found  in  the  case  of  the  unit  businet. 
It  is  perhaps  significant  that  a  scientific  management  e^ert  who  examines  the 
organization  chart  of  a  unit  business  is  usually  able  to  criticise  and  discuss  the 
arrangements  revealed  by  the  chart  in  the  light  of  his  general  knowledge  of  organi- 
«ation  principleso  In  the  case  of  the  combination,  however,  he  has  no  such  general 
background  of  accepted  knowledge,  no  typical  structure  of  responaibility  or  arrange^ 
ment  of  functions  on  wnich  to  base  discussiono  In  view  of  the  increasing  economic 
inttortance  of  the  combination,  the  absence  of  any  established  organization  principles 
t7guide  and  assist  those  engaged  in  their  administration  indicates  a  real  need,  which 
may  well  become  increasingly  urgent »  04. 

It  is  this  need  to  liiich  this  enquiry  is  addressed.  It  is  concerned  solely  with  the 
forme  and  methods  of  administration  and  management  act^ially  eaqployed  by  business 
combinations  and  particularly  with  the  problems  in  this  field  which  differ  from 
those  found  in  the  case  of  the  unit  businesto 

Hence  the  legal  aspect  it  only  of  concern  insofar  as  it  ^^ ^^^^^J^^.^^  ^i»^°^^ 
how  far  on  the  one  hand  the  form,  which  combination  has  taken  in  different  coun 
triet.  has  been  affected  by  national  legislation,  and,  on  the  other,  what  legal 

il.   cfo  "The  Economics  of  Private  Enterprises"  «  JoH.Jones.  1926.  Pitman  &  Sons ,  Ltd. 
p.123.  "After  a  certain  stage  has  been  reached  in  the  «ro*V^.^i'^4\J^.'!!f;v 
iiet  either  remain  constant  or.  in  many  cases,  grow  lest.  The  final  limit  is  set  oy 
^  dtff i^^ty  experienced  in  securing  ability  of  a  sufficiently  high  order  to  direct 
th^  policy  aJl  o^anitation  of  the  unit.  The  latter  becomes  too  unwieldy  for  effee» 
tive  control".  See  also  "Onward  Industry"  -  James  Do  Mooney  and  Alan  C,  Beiley  ^ 
Harper  &  Bros..  London  and  New  York.  1931,  p,504o  "Some  author.,  borrowing  the 
tS^ht  from  tie  economists,  raise  the  question  whether  there  may  not  ^«  »;^J^*  1^ 
at^ypical  magnitude'  in  an  organisation,  beyond  which  the  law  of  diioini thing  rj- 
tLit^eSnt  if  operate  becau.e  of  itt  site  and  complexity.  This  tdea  it  oppoted  by 
the  theslt  <&Jl^iB   book  that  there  are  real  principles  of  organitation  that  iiqpote 

03.  "Mergert  in  Industry"  »  National  Industrial  Conference  Board,  New  York  ? 929. 
S4  cf  "Tne  Dynamics  of  Induttrial  Combination"  --   HoA.Marquandc  Longmans,  1931,p.2&. 
•The  growth  of  combination  In  large-scale  units  calls  for  a  treatment  somewhat 
different  from  that  which  it  has  usually  received  in  the  pas  to  The  danger  of  aono- 
poly  has  ^en  fth01«.  to  be  less  menacing  than  was  feared.  Into  the  P^^*  P^J^^^  ^ 
?he  trusf  sufficient  enquiry  hat  already  been  made.  What  is  °>^^^i°^^^*^^^^-  ^ 

atifflulut?" 
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regulationt  there  are  f^ich  control  the  actual  way  In  which  the  comhinatlon 
is  managed  and  administeredo 

Similarly,  the  social  economic  point  of  view  is  only  of  importance  insofar  as 
public  opinion  as  to  the  social  or  economic  effects  of  combinations  has  influ- 
enced either  their  structure  or  their  method  of  operation. 

In  any  attempt  at  a  descriptive  analysis  of  a  combination  from  the  standpoint  of 
its  administration  and  management,  the  following  questions  emerge;- 

lo  What  are  the  constituent  units  of  which  it  is  made  -^ji^i   what  services  or 
production  processes  do  they  perform,  and  what  Is  the  relationship  between 
such  processes? 

2o  What  were  the  motives  which  led  these  enterprises  to  f  onn  a  combination  and 
how  far  did  these  motives  affect  its  structure? 

3,  What  means  were  adopted  by  the  cOHtbl nation  to  realize  the  purposes  for  which 
it  was  formed;  in  other  words,  whut  changes  in  the  structure  of  methods  of 
operation  of  the  combined  enterprises  were  brought  about  as  a  result  of  com- 
bination? 

B.  BASIS  OP  THE  SNQUIfiY. 

This  third  set  of  questions  leads  directly  to  the  analysis  which  forms  the  basis 

of  this  enquiry.  That  is,  a  study  of  the  Jipeslal  problems  of  management  which 

are  inherent  in  the  conqplex  as  opposed  to  the  simple  form  of  business  organization. 

What  changes  in  the  administration  and  management  of  a  conipany  are  brought  about 

when  it  comes  under  the  control  of  a  combin&tion?  What  new  forms  of  organization 

are  adopted?  Under  similar  sets  of  circumstances,  which  functions  are  centralized 

and  which  are  left  under  the  control  of  the  subsidiary  units?  How  far  must  the 

administration  of  the  combination  be  unified  to  secure  coordination  of  policies, 

and  to  what  degree  should  authority  and  responsibility  be  delegated  to  obtain  the 
maximum  effect  from  local  initiative? 


IIoidTHOD  OF  INVISSTIGATION 
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Just  as  the  unit  factory  presents  many  similar  problems  of  administration  and 
management,  whether  It  be  in  the  United  States  or  France,  or  whether  it  be  engaged 
in  the  manufacture  of  steel  pr  chocolate,  so  the  combination  presents  similar  prob- 
lems, whether  it  be  an  American  Trust  manufacturing  Harvester  Machines  or  a  German 
Coal  Cartel,   For  this  reason,  this  enquiry  is  not  confined  to  Aoe  country,  to  one 
industry,  or  to  one  type  of  combination,  but  takes  as  its  theoz»tioal  basis  any 
instances  where  combination  has  taken  place  between  business  enterprises.  It  is 
intended  to  concentrate  especially  on  those  problems  of  administration  and  managsmsut 
which  are  common  to  almost  any  combination.  It  is  in^ortant  to  realize  that  ths 
legal  structTire  of  a  combination  may  not  in  the  least  represent  its  actual  operating 
structure,  Just  as  a  written  constitution  may  give  little  indication  as  to  the  real 
balance  of  power  and  responsibility  in  a  government.  Hence,  it  is  found  that  even 
the  most  apparently  opposite  types  of  combination,  the  association  and  the  consoli- 
dation present  some  very  similar  problems  of  operation  and  management « 

The  enquiry  will  follow  the  enqpirical  method.  Only  by  the  practical  analysis  of  a 
number  of  existing  ombinations  can  data  be  obtained  from  which  it  is  possible  to 
derive  the  principles  underlying  the  scientific  management  of  the  con^lez  organiza- 
tion. There  are  two  chief  lines  along  which  investigation  can  be  directed.   One  ii 
the  analysis  of  particular  corporations  in  all  the  phases  of  their  activity,  and  a 
study  of  the  way  in  which  each  problem  of  combination  management  has  been  met  as  it 
emerged.  The  other  is  by  the  Isolation  of  special  functional  problems,  as  for 
exaii|>le,  the  distribution  problem,  tne  accountancy  problem,  or  the  problem  of  admin- 
istia^ono  which  are  then  studied  throughout  a  number  of  separate  corporations.  Thii 
enquiry  will  pursue  both  methods ^  first  considering  each  of  a  series  of  combinationsi 
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as  a  whole,  and  then  proceeding  to  a  detailed  study  of  those  problems  which  appear 
to  be  of  special  importance . 

Tt  is  Tjlanned  to  publish  the  results  of  these  studies  from  time  to  time  utoile  the 
ilvisti^on  is  proceeding.   The  series  of  reports  at  present  contemplated  are:- 

1  A  preliminary  report  to  describe  the  enquiry,  «^^*  ^f  ^*^%\^^"i!^":^t?!^f 
th2  variouTtypefof  combination  idiieh  exist,  and  indicate  the  chief  problems 
which  are  involved  in  their  administration  and  management. 

2.  X  report  on  the  effect  of  national  legislation  on  the  administration  of  coitolna- 
tions,  and  on  their  operating  methods. 

a  A.  .eries  of  renorts  descriptive  of  the  structure,  historical  development,  and 
^'   tthods  of  miX*ment"l  certain. pecial  combinations  selected  as  representative 
of  different  coiin tries,  industries  and  types, 

4.  A  series  of  studies  of  some  of  the  most  in^ortant  functional  problems  inTolvsd 
in  the  administration  and  management  of  combinations, 

TXT  yg-PMR  nSTcp  IS  THZ  gNQ.UIRYo 

There  are  two  main  sets  of  terms  which  must  be  defined  at  the  outset  of  this 
^rt   FirstTthose  terms  which  have  grown  up  with  the  science  of  ^^^^[^^^^ 
o?1he  unit  factory,  and  secondly,  those  which  have  been  used  to  describe  the  form 
of  the  combination  movement  in  different  countries. 

The  terminology  contains  certain  elements  of  confusion,  since  many  of  *^«  ^J™ 
have  at  the  s^e  time  a  popular  content  used  in  general  parlancs,  and  a  technical 
content  given  to  them  by  writers  on  business  management. 

,    A.  THE  UNIT  XNTSfiPfilSS. 

By  a  business  enterprise  is  meant  "an  undertaking  for  the  P^jrpose  of  producing 
or  distributing  goods  and  services  for  a  return  at  least  sufficient  to  meet  the 
costs  involved". 

In  considering  the  way  in  which  a  business  enterprise  is  operated,  there  are  three 
concepts  which  should  be  distinguished,  those  of  administration,  management. and 
organisation. 

1.  j^Tn<ni«tri^tion  and  Mana^mentp 

Writers  on  the  subject  are  positive  as  to  the  necessity  of  distinguishing 
between  these  two  terms,  and  the  activities  which  they  represent.    A 
clear  understanding  of  Scientific  Management  requires  that  "^^•"^•^J^^.^^* 
confused  with  administration",  01.  Administration  "is  concerned  in  the  deter- 
mination of  corporate  policy,  the  coordination  of  finance,  production  and 
distribution,  the  settlement  of  the  cou^ass   of  the  organization,  and  the  ulti- 
mate  control  of  the  executive".  Management  "is  concerned  in  the  execution  of 
nolicy.  within  the  limits  set  up  by  Administration,  and  the  en^ployment  of  the 
orgaSuation  f or  the  particular  objects  set  before  it".  ^.   From  the  prac- 
tical point  of  view,  in  many  enterprises,  the  distinction  may  be  drawn  in 


j5i.  Article  on  "Scientific  Management"  by  H.S.Person  in  "Scientific  Management  since 
Taylor"-  edited  by  B,E,Hunt,  McGraw^-Hill  Book  Con^jany,  New  York,  1924,  p,5. 
fte.  O.Sheldon  -  "Thi  Philosophy  of  Management"  -  1923,  p,286.  cf .  also  in  "Factory 
Organization",  1928,  p. 21.  "The  duties  which  fall  within  the  sphere  of  Administration 
differ,  in  degree  and  in  kind,  from  those  which  constitute  the  scope  of  what  we  have 
called* Management.   Whereas  the  one  is  determinative,  the  other  is  executive;  and. 
where  the  one  directs,  the  other  is  under  direction". 
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terms  of  persons  oetween  administration,  which  is  carried  out  hy   a  Committee  or 
Board  meeting  periodically  to  determine  the  policies,  appoint  officerSp  lay  down] 
the  general  outlix.es  of  the  concern  and  examine  results,  and  management,  which  il 
carried  out  hy  officials  responsible  for  the  day  by  day  conduct  of  the  husinass. 

It  is,  however,  the  nature  of  the  activity  which  is  of  j-aportance  as  a  basis  of 
definition,  rather  than  the  persons  who  act.   It  is  claar  that  decisions  of  an 
administrative  c  aracter  frequently  form  part  of  the  work  of  those  engaged  in 
management.   The  line  of  demarcation  falls  between  detennining  policies  and    , 
executing  theme   In  some  cases,  the  distinction  between  administrative  act«  whJcJi 
are  called  for  as  part  of  the  work  of  managing  a  particular  portion  of  an  enter-^ 
prise  and  those  which  must  be  the  concern  of  its  controlling  authority  is  drawn 
by  giving  to  the  latter  the  title  of  "general  administration".  In  practice,  the 
iniportant  point  is  that  the  nature  of  such  acts  should  be  recognizable  and  pro^ 

grSi?%St*th2^o!St'ihere^Snl^LSP?-SP"'^''  P??^^^  "^^  ^  ^^-^^^^  ^^^^ 
V         Que  point  wnere  one  man  can  personally  make  all  decisions.  It  is 

?!''"!^f;  J""^    '   ^  ^'^**  deciding  every  issue  as  a  separate  ape ciai  case  and 
to  establish  normal  policies  and  procedures,  and  second;  to  septate  the  problems 
of  general  concern  from  those  pertaining  to  only  one  function  of  tHe  business", ^o 

In  the  ease  of  the  large-scale  combinailon  iasks  of  an  admi?ai strati ve  eharaeteir 
are  Inevitably  extremely  numerous  and  cooqpleXcf  Certain  aspects  of  adm^n^»tra+ion 
may  be  delegated  to  local  officials  or  to  the  controlling  authorities  of  the  cou« 
stituent  units  of  the  combination.   General  administration  is  Hself  frequently 
subdivided  and  specialized,  committees  or  other  machinery  being  set  vip   to  deal 
with  certain  aspects  of  corporate  policy.  In  such  eases,  the  uitimate  controlling 
authority  may  retain  only  glkch  features  of  groeral  administration  as  are  concerned 
with  the  higher  coordination  of  the  whole  undertakings  Possibly  such  coordination 
may  be  secured  through  financial  mechanisms  onlyo  In  any  awant,  the  relationships 
set  up  are  both  detailed  and  variousc  The  proper  assignment  of  duties,  authority 
and  responsibility  becomes  in  itself  an  activity  of  major  importance. 

goQr^y^igatioq  is  the  process  of  assigning  duties „  authority,  and  responsibility. 
It  may  thus  be  defined  as  "determining  the  scope  and  limit  of  activity  of  each 
individual,  or  group  of  individuals,  in  business  or  industrial  undertakings 
together  with  their  relations  and  connections  with  one  ano there  02.       ' 

Thua,  while  administration  and  management  are  two  parts  of  the  total  process  of 
operating  an  enterprise,  organization  is  a  separate  activity  forming  part  both 
of  administration  and  management,  but  in  tnyn  determining  the  general  Unas  on 
which  these  activities  are  conducted. 


01o  Bobert  Wo  Burgess  in  "Scientific  Management  in  American  Indu8tr)^~V'TayIor  SocTetF 
19^9,  cf.  p,43  (Harper  &  Bros.),  of.  also  Mooney  &  Heilty.  "that  is  here  meant  by  tha 
administrative  function  is  the  authority  that  decides  on  genera]  policies,  and  which 
in  tne  industrial  structure  i«  usually  exercised  by  the  noa^d  of  directors  or  it,  * 
committees.  This  is  the  highest  planning  function  corresponding  to  the  leglslatiTa 
f unci i&tt- tn"  government  and  may  with  accuracy  be  so  described"  o  (p  =  488) 
fZ.   Hugo  Diemerj  "Industrial  Organization  and  Management"  1923,  po\o  ^o  alto  O.Shel 
"Philosophy  of  Management",  1923,  po286.  "Organisation,  which  is  the  process  of  so  c 
bining  the  work  which  individuals  or  groups  have  to  per  orm  with  the  faculties  nacft 
for  its  execution  that  the  duties,  so  formed,  provide  the  bcst  channels  for  tha  effi 
systematic,  positive  and  coordinated  eqpplication  of  effort's  and  po32,  ibid.  "Organ! 
log  is  the  machine  of  ma.nagement  in  its  aciievement  of  the  ends  determined  by  admini 
tration",  cf.  alao  Mooney  &  Beiley?  "Organisation  is  the  f  rm  of  every  human  assoda- 
for  the  attainment  of  a  common  pui^ose"  (p. 10).  "The  relation  of  management  to  organf 
sation  is  analagous  to  the  relation  of  the  psychic  coa5>lex  to  the  pl^sical  body"  (p.' 
"Tha  tachniqu©  of  management  in  its  human  relationships  can  best  be  described  as  th«' 
technique  of  managing  or  handling  people  ^  irtxich  should  be  based  on  a  deep  and  enligl 
human  underataodingo  The  technique  of  organization  may  be  deierr"b^d  as  that  of  reli 
specific  duties  or  ^L^fi^^ethods/f iPSPP^^^^^y  coordinated  scheme".  (pa4)o 
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Confusion  is  also  caused  by  the  fact  that  these  terms  are  used  in  popular  parlance 
not  only  to  describe  processes,  but  alao  to  describe  in  their  collective  capacity 
the  persons  engaged  in  theae  processes,  and  in  some  instances,  their  results. 
Thus,  a  Board  or  Committee  engaged  in  administering  an  undertakings  is  frequently 
known  as  "The  Administration".  Managers  engaged  in  the  conduct  of  the  business 
are  often  referred  to  collectively  as  "The  Management".  The  methods  and  systems 
adopted  by  a  business  undertaking  are  sometimes  described  aa  'The  Organization" , 
while  persons  working  together  under  systematic  arrangements,  either  implicit  or 
expressed,  are  referred  to  as  "An  Organization", 

It  should  also  be  pointed  out  that,  in  common  parlance,  and  also  in  some  technical 
writings  on  the  subject,  each  of  these  terms  has  been  used  as  descriptive  not  orly 
of  that  activity  which  has  been  assigned  to  them  in  these  definitions,  but  also  of 
the  total  process  of  operating  an  enterprise,  of  which  each  of  these  activities 
forms  a  part.  To  take  some  exaaples,  Sheldon,  in  the  "Philosophy  of  Management", 
after  defining  Administration,  Management  proper,  and  Organization,  says  (p. 33)? 
"This  book  concerns  all  three.  The  title  is  selected  because  it  is  the  popular  mode 
of  describing  the  combination  of  the  three.   The  term  "KJanagement"  Is  so  commonly 
used  to  cover  the  formalation  of  policy «  its  execution,  the  designing  of  the  organi- 
zation and  its  employment,  that  it  would  be  somewhat  too  academic  to  Insist  In  a 
title  upon  distinctions  which  popular  thought  fails  to  recognize.  Management,  In 
this  general  sense,  including  both  Administration  and  Organization,  is  the  natural 
outcome  of  h\jman  associations,  whether  in  industry,  household  or  8tate...." 

Pitman's  "Dictionary  of  Industrial  Administration" 01  sayss  "The  term  'Administration* 
is  commonly  used  to  describe  la  the  most  general  way  the  whole  of  the  activities 
Involved  in  the  control  and  direction  of  a  business  or  simiiftr  enterprise o   The 
conduct  of  a  modern  business,  however,  requires  the  exercise  of  many  various  types 
of  work,  corresponding  to  many  various  kinds  of  skilly  and  representing  various 
techniques.  Although^  therefore,  it  may  be  desirable  to  use  some  single  inclusive 
term  for  the  whole  range  of  these  activities,  it  will  be  clear  that  there  maist  also 
be  various  special  terms  to  designate  the  particular  branches  and  groupings  com- 
prising that  whole.  The  term  administration  is  gradually  assuming  such  a  special 
significance,  and-it  is  in  its  special  sense  that  it  is  used  here".  "Organization" 
on  the  other  hando  bias  also  been  used  in  a  wider  sense  by  some  writers,  as,  for 
Instance,  Marshall »  in  the  "Principles  of  Economies"  02,  who  calls  organization  the 
fourth  agent  of  production,  in  addition  to  land,  labour  and  capital,  regarding  it 
as  the  total  activity  of  bringing  the  three  other  agents  together  in  their  prodne- 
tive  u«eto  He  thus  make«  it  include  both  the  bearing  of  riska  and  also  business 
management  or  the  actual  operation  of  the  unit  enterprise. 

It  is  important  to  draw  distinctions  between  these  three  conceptions,  and  to  make 
clear  in  what  sense  the  terms  are  being  used,  since  they  have  a  practical  bearing 
from  the  point  of  view  of  this  report.  The  coordination  of  policy  within  a  com- 
bination, which  may  be  done  either  through  the  interlocking  of  the  Boards  of  the 
combined  companies,  by  the  setting  up  of  a  uniform  administrative  body  or  in 
various  other  ways,  presents  an  entirely  different  type  of  problem  from  those 
connected  with  the  management  of  the  combination.  The  latter  are  concerned  chiefly 
with  the  centralization  of  certain  management  activities,  and  are  more  specifically 
technicel  as  opposed  to  problems  of  the  political  and  psychological  type. 

3.  Tttnetiontii. 

The  process  which  has  been  defined  as  organization.  Involves  the  allocation  of 
responsibility  on  two  distinct  principles.  On  the  one  hand  according  to  the 
degree  of  authority  involved,  and,  on  the  other,  accordii^  to  the  subject  tf  the 
responslbilltyo  This  distinction  is  usually  represented  on  an  organization  chart 
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Pitman's  Dictionary  of  Industrial  Administration ^  1928,  edited  by  J.Lee, 
'Administration" . 
02  Alfred  Marshall  -  Principles  of  Economics,  1890,  Vol.1.  Book  lY, 
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responsiMlityo  This  distinction  is  usually  represented  on  an  organization  chartj 
by  division  on  vertical  and  on  horizontal  lines. 

The  horizontal  division  of  authority  arises  throu^  the  splitting  i^  of  the  total! 
process  of  operating  an  enterprise  into  certain  distinctive  activities  which  are 
usually  knwon  in  management  terminology  under  the  name  of  'functions'.  To  quote 
the  definition  given  in  Pitman's  Dictionary  of  Industrial  Administration  pis 
"A  Function  has  already  been  described  as  a  technique  common  to  several  branches 
of  industrial  activity.  As  a  unit  in  an  organization  a  'function'  may  further 
be  defined  as  a  combination  of  all  activities  in  an  enterprise,  of  one  kind,  re- 
quiring one  set  of  human  qualifications,  and  technical  attainments,  under  one 
technical  control.  Such  functions,  clearly,  will  be  the  same  for  all  industrial 
enterprises  of  one  kind,  only  differing  in  degrees  of  relative  in^jortance  as 
between  enterprises  of  different  kinds.  Jach  function,  moreover,  must  also  be 
clearly  distinguished  from  other  functions,  and,  insofar  as  its  technique  is  con- 
cerned, must  be  a  complete  whole,  independent  of  other  functions". 

The  conduct  of  a  business  enterprise  thus  involves  the  performance  of  a  series  of 
functions  which  are  a  necessary  part  of  this  total  process,  though  enterprises 
differ  in  the  importance  lai<l  on  particular  activities  and  in  the  way  in  which 
they  are  grouped  for  purposes  of  control.  The  process  is  briefly,  first  to  raise 
the  ci?)ital  with  which  to  start  the  business;  next  to  find  the  requisite  equipment 
of  site,  buildings,  materials,  and  labour;  and  finally  to  utilise  these  materials 
in  the  production  of  a  manufactured  article  or  the  performance  of  some  service, 
and  to  put  this  article  or  service  into  the  hands  of  the  consumer. 

This  cycle  of  operations,  with  its  varia%*OB»* in  different  types  of  industrial 
enterprises,  includes  a  large  number  of  separate  activities;  but  for  purposes  of 
control,  these  are  usually  grouped  round  three  or  fo^ar  main  fxinct ions ^ The  details 
of  this  grouping  differ  in  every  enterprise,  in  accordance,  both  with  the  theory 
of  organization  adopted,  and  also  with  the  specialized  demands  of  the  business  in 
question;  and  hence  for  the  purposes  of  classification  in  this  report  it  is  only 
possible  to  adopt  what  seems  to  be  a  fairly  general  arrangement.  It  is  not 
necessarily  either  the  best,  or  the  most  frequent.  The  chief  functions  of  a  busi- 
ness may  then  be  said  to  be  fours  General  Administration,  finance.  Production  and 
Distribution. 

The  function  of  general  administration  covers  "the  determination  of  the  general 
policies  of  the  business,  the  adaptation  of  general  plans  to  changing  conditions, 
the  coordinating  control  of  the  various  major  f\uictions  of  the  business  and  the 
appraisal  of  results  secured  by  departments. "02  Some  writers  call  this  function 
General  Management,  but,  etrictly  speaking,  it  is  neither  management  only  nor 
administration  only,  but  a  separate  function  which  needs  both  these  processes  for 
its  operation.  Further,  it  is  an  activity  distinct  from  the  other  functional 
activities  of  the  business,  though  it  includes  the  frsming  of  policies  in  connec- 
tion with  and  the  general  control  of,  these  other  activities. 

01.  Pitman's  Dictionary  of  Industrial  Administration,  1928,  edited  by  J.Lee, 
jte.  Hobert  ff.  Burgess  in  "Scientific  Management  in  American  Industry"  -  The  Taylol 
Society,  1929,  p. 43,  cf .  also  Henri  Fayol  "Industrial  and  General  Administration'" 
translated  from  the  French  and  published  by  the  International  Management  Institut 
1930,  p. 9,  "None  of  the  five  preceding  functions  is  called  upon  to  draw  up  tba 
general  plan  of  operations,  organise  the  staff,  and  coordinate  all  the  various 
activities  of  the  business.  These  duties  are  not  within  the  province  of  the  te( 
nical  function,  nor  of  the  other  four  functions?  they  constitute  a  separate  one, 
which  is  usually  described  by  the  word  administration,  and  ^lose  powers  and  limit^ 
are  rather  badly  defined". 
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Certain  minor  functions  are  frequently  grouped  with  this  primary  function  of 
general  administration,  since  they  are  in  reality  ancillary  to  the  main  activities. 
In  relation  to  the  part  of  this  function  which  deals  with  the  framing  of  policies, 
may  be  the  legal  and  patent  departments,  economic  and  statistical  research,  public 
relations  and  publleity.  In  relation  to  the  part  of  the  function  concerned  with 
the  coordination  and  control  of  the  whole  operations  of  the  business,  may  be  the 
functions  of  budgeting,  of  control  of  prices,  of  determining  methods  and  standards, 
and  of  staffing,  by  which  is  meant  the  r>.?\*iCial  activities  concerned  with  executive 
and  technical  grades. 

The  financial  function  has  two  main  aspects.  One  concerns  relations  outside  the 
company,  such  as  the  raising  of  csgpital,  and  of  loans,  the  payment  of  dividends, 
investments,  insurance,  etc.  The  other  is  the  process  of  recording  and  accounting 
for  all  the  proceedings  of  the  company  in  monetary  terms  in  the  accounting,  costing 
and  auditing  functions. 

Next  comes  the  function  of  production,  that  is,  "the  actual  extraction  or  process- 
ing of  raw  materials,  or  the  provision  of  a  service" of  This  function,  in  our 
classification,  may  be  taken  to  include  the  subsidiary  fxinctions  of  purchasing  of 
materials  and  suppliee,  relations  with  labour,  maintenance  of  plant  and  equipment, 
and  the  ptirely  technical  functions  of  research,  design,  engineering  and  manufacture. 

The  distribution  function,  provide*  for  "the  disposal  of  the  goods  or  services 
provided  by  the  business  to  those  who  require  them.#    This  includes  the  functioaa 
of  marketing,  advertising,  selltng,  and  transport. 


4.  tag^tional  and  p^frtmant^I  pr^anization^. 

In  considering  the  way  in  which  responsibility  for  these  various  activities  is 
a?loca?.d  amofg  the  personnel  of  an  enterprise,  two  main  forms  of  organization  may 
be  distingSlshed,  l^ese  are  known  as  the  "departmental"  and  -functional"  forme. 

Under  the  departmental  form,  the  work  is  usually  divided  up  into  sections  each 

of  ^Mch  ii  dUt^ished  f ;om  the  others  by  •^^^^^-^^V'.'t^IwTr^o 
Zilul  from  the  nature  of  the  work.   Besponsibility  may  be  determined  by  a  geo- 
«whifal  frontier,  by  the  technical  limits  of  an  assigned  process  or  processes. 
Hy  product  or  groups  of  products.  The  department  head  ^\P^.^,f "Pj-J*  f^^^* 
of  his  department  not  only  in  regard  to  its  main  purpose,  but  also  in  relation  to 
all  subsidiary  activities  connected  with  that  purpose,  such  as  P^^hasing  of 
materials  and  supplies,  control  of  workers,  keeping  of  records,  distribution  of  the 
mUhJd  pJ^duct ,  and  ;o  on.  This  system  facilitates  the  delegation  of  and  fixing 
of  rtsJon^IbiUt;  for  a  definite  section  of  the  total  activities  of  the  company  and 
hence  encourages  initiative. 

The  functional  form  of  organization,  which  is  ^nerally  regarded  by  management 
theorists  as  the  more  efficient,  aims  at  apportioning  "•ponsibility  acceding  to 
thilmmaterial  boundaries  presented  by  the  character  of  the  work  performed  and  the 
splcua  knowledge  or  skill  for  which  it  calls.  Thus  if  a  departmental  organization 
is  to  be  turned  into  a  functional  one,  certain  subsidiary  activities  ifcich  were 
previously  left  to  the  department  head,  are  turned  over  to  specialiet  departments, 
ind  functionaised.  For  example,  a  personnel  department  is  setj^.  responsible  for 
labour  questions  throughout  all  departments,  and  a  special  purchasing  department 
takes  over  the  buying  of  all  materials  and  supplies,  ThU  syttem  prevents  dTq)lica- 

0'L.  Urwick  -^  Meaning  of  Hationalization  -  1929,  p,104,  CNisbet  &  Co.) 
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tion  of  aetivlti«8  In  ••▼•ral  dtpartments  and  facilitat«8  the  conctntratlon  of 
•p«ciallt*i  on  prol)l«ni  whioh   art  daily  demanding  a  higher  degree  of  technical' 
tkill.  Few  organizations  are  entirely  either  departmentalised  or  functionalis- 
for  though  most  show  a  tendency  to  prefer  one  or  other  form,  in  the  former  the}| 
are  nearly  always  some  purely  functional  departments,  and  in  the  latter  the  ex- 
treme degree  of  functionalization  is  rarely  reached. 

The  organization  of  the  comhination  hrings  out  certain  problems  which  may  jaodll 
these  theories  of  organisation  derived  from  study  of  the  unit  concerno  As  mor< 
knowledge  hecomes  available  on  the  suhject,  it  will  he  interesting  to  know  how 
far  the  necessity  of  decentralisation  in  the  large  concern  hreaks  down  the  sys^ 
of  functional  organiiations  or  how  far  on  the  other  hand,  it  is  found  possible 
decentralise  through  functional  departments  rather  than  through  local  general 
managership »  Further,  there  is  the  postibillty  that  a  departmentalized  organir 
tion  with  functional  committees  may  come  to  take  the  place  of  the  purely  func- 
tional organization  in  the  large  concern. 

Under  the  departmental  form,  there  are  three  types  of  organization  which  may 
develop  in  the  combination,  llthey  «athority  may  be  delegated  along  territoritl 
lines,  or  on  lines  of  processes  or  on  lines  of  commodities.  A  utility  corporati 
operating  gas,  electric  and  transport  services  in  different  parts  of  a  country 
either  be  decentralized  territorially,  the  local  general  manager  having  charge 
all  three  types  of  operations  in  his  mrea:  or  on  lines  of  commodity „  a  central 
department  being  responsible  for  all  gas  distribatiag  units  throughout  the  couu 
and  a  central  electric  department  for  electric  units,  and  so  on.  Similarly  a 
combination  of  coal  mines,  blast  furnaces  and  rolling  mills  may  be  divided  up  ai 
regards  responsibility  »ither  territorially,  a  manager  being  appointed  for  each 
district  in  which  works  are  selected,  or  by  process,  a  manager  being  appointed  for 
all  nineSj  all  j-aj  t  fiirnaces,  and  so  on. 

5.  ptflff  and  Line  Authority. 

While  the  horizontal  division  of  an  organization  determines  the  method  by  whi^ 
the  various  kinds  of  activities  to  be  carried  out  by  the  personnel  are  distributed, 
the  vertical  division  on  the  other  hand  determines  the  degree  of  authority  and 
responsibility  given  to  each  member  of  the  executive  force.  This,  in  a  well 
organized  concern „  leads  to  the  grading  of  jobs  down  the  line  from  Director, 
General  Manager  and  Department  head,  to  foreman,  sub-foreman  and  workar,  each 
grade  having  certain  duties  and  certain  fixed  powers  of  supervision  over  the  next. 

Besides  the  differing  grades  there  are  also  differing  forms  of  authority.  The 
chief  of  these  are  twos  line  and  staff  authority.  The  distinction  between  Una  aad 
staff  has  soioe times  been  regarded  as  a  distinction  of  function.dut  the  difference 
between  them  is  not  really  a  difference  in  the  kind  of  work  perf ormadc  but  in  the 
nature  of  the  authority  of  the  individual  who  is  carrying  out  the  work.  Thus  the 
distinction  between  an  economic  research  department  and  a  purchasing  department 
is  not  that  one  Is  a  staff  and  the  other  a  line  department,  but  that  the  head  of 
the  one  acts  more  often  in  a  staff  ciqpacity  than  in  a  line  capacity,  and  the  bar 
of  tha  other  mora  often  as  a  line  than  as  a  staff  executive. 

Line  authority  is  tha  right  to  give  orders  directly  to  subordinates  andto  «aa  tl 
they  are  carried  out?  it  also  usually  Involves  direct  responsibility  fortnaactli 
of  those  subordinates.  Staff  authority,  on  the  other  hand,  is  largely  advisoryl 
its  character.   It  does  not  include  the  right  to  give  orders  directly  on  the  pei 
sonal  authority  of  the  individual  concerned;  though  on  the  other  hand  It  inay  Inclj 
the  right  to  give  orders  as  the  representative  and  on  the  responsibility  of  somr" 
superior  line  executive.  It  does  not  Involve  any  responsibility  that  action  la 
taken  on  Its  reconmendations.  The  main  duty  of  an  executive  acting  In  a  staff 
capacity  la  to  collect  Information  bearing  on  some  subject  which  he  la  either 
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a«4*4«4-4wo     nr  which,  hae  been  turned  over  to  him  by 

pon.lbllUy  for  it.     Stff  -W^^^J  ^J^i^  ^  l^l^^^^  ^..earch  d.p.rtB.nt 
^d  Tic.  v.rwi.     Tor  eiai^ple.   the  *^"*"  "  "  „  -g  ^o  c.rtaln  .conoaiic  pro*- 
ha,  th.  .taff  aiUTUy  of  adviel^  ^'u^itr     inlLttlon  to  thi.  h.  ha.,  ho- 

research  department" .0 

I.  the  co»Unatlon  th.r.  I.  a  *«^-?j/-^f  ,rj:c"if"hiri,°!  ll''^ie  ^ 

r «::  rthr-coi:^:  '^iv^^^^^^^^ 

cutlveso 

Thi.  di.i.ion  h.t,..n  Un.  f ^^^^f  ^  -t^^:i;,":^tXth:"c:«"niro.1.  flcad. 
„o.t  difficult  of   the  orsani-    -  ^rtinJhormt^e  r.latlon.Mp  ..tw..»  a 
Such,  for  exafl5)leo   l»  ^^^  quefi^xon  qi   /    /     ,       ,   f.inctional  line  departmsnt. 
centralized  functional  »^«^^/«P^^f  ^f  *tf  th^s  tse^^at  wUh  the  lo^aJ 
The  respon^lbiUty  ^-  -^^'ir^^es^rlbU^^^^  ^^  given 

general  manager,  and  h«af  ^^  iL^t^  thieentral  department  haf  access  to 
without  hl»  aan^tio:>.     At   che  *«^*  '^°^^'^  fuLitonal  depa:etm*»..t.,  and  hence 
...  a...maUt.d  e^er le^^^^  l,^^^,  of   ^ 

Is  probably  in  a  ^^^"-^^  P^*;^^^^_  ^.^.tor  li^T^onaX'^ty.  but  they  may  be  greaV- 
problems  depends  very  mch  on  the  ^^^;^^  f  /^^^^i^^^  ^^  faced,  and  ara  set 
ly  »ifl5>llfied  If  ^h?  organlisatlon  principles  xn  oi  «a  a^ 
out  in  a  definite  and  clear  plaHo 

B.COUBIIIATX0N.. 

lo     ];>lfflculties_of_ClaaftlfLs%iii^^ 

There  ha^.  -.eea  rii:^:  '"jr  tI^I^ sinUftr.Tl"  K  t  1^:^^ 
tlons  which  exi«t,  and  to  define  various  f*^'^*  UBX^cer     eta      Bxamplaa 

,  -u         ii^^t^'i     •Pr^arift  Aaaoala^lonr   0*^nsoJlda*ion     ateyg**- -   «»*v.     j»*m^y 

them,,   such  as  Ca^te^.  Trade  AsBO-^a^^   .     Appendix  I.     None  of  them  U  ^i^iolly 

of  some  aucn  ^5"*^^^^*^^^^^"  !J*  f^/^C^  teen  enco.mtered^   on  the  one  hand, 
8atlsfac>>Qry.     Two  main  difficulties  ^^^  ^*®''  '^  r^atiect*.     and  many  are  mix- 

-u'      *.4**N  /)4-^-f*T°a  from  every  other  in  some  r^apeo*'.    »w^i  uio*ajr   -^ 
tvery  comr^t^ation  differs  trom  *^*^(     ^         ,      ^    ^     ^  ^j^  ^j^  classification! 

rthelt-the^f  ^  ^»"  rc.Tr":.t.?i:t%a.inor  th.  d.f inltloa 

of  terms  < 


T-ir-i — n — rj~ir;trf7«"~iithoT  Ity  ha.  ^e.n  framed  a.  the  re  nit  of 

Flhl.  de.eriptlon  of  nine"   a'^^"»*'«'.  •"'^''.   *!.„  ! ..,^j,,,ft       It  nuet  he  reoog- 
;,l.tia«  husiSe..  practice.,  in.ofar  a.  ^^'^.^'"/""tiu  field  a^uwallT  of 
aizad.  ho,.rer.   that  --^•-^^'-^^r.^^li^y^Tet^  rather  than  oa  defined  prt.- 
aa  InforffljJ.  «^*ti!n;h^;  i^wHa'tine^d  .t^  official.,  and  their  ren-ectlT. 
''?^"-   „rLthority     are  diffic^tt  que.Uon.  .hlch  frequently  ««...  friction.       I. 
.phere.  of  authority,  are  """'^r'^^^   ,  f  B.r.onal  as.iotants  po..e.«iag  speelal- 

military  lift  th.  employment  hy  =rr,f ''  '^  S^e  "hich  ha.  evolved  o^er  c.atur- 

I"*  "^iix  c::  e*  rr^un^-'-  "^  -'""^  ^^--p^^"  ^*  ^*  r'**  * 

let.  Owing  to  the  more  »*'^;"f  "^     ^   ..tahll.hed  in  pr.ci.e  form  and  la  great 
..ce..ary  to  expre..  th.  relationship.  *^^  "*'" i"^'°^,/ty  ^^   officer,  concerned 
detail,  extending  even  ♦<'/^«f™:.  f^,*^«"^,;  I^.'ti^'Lr^  clearly  «der.tood  hy 

L-i-ra-fn^d  rr.  tr::.rirwi^^..  -  J- -ri^iCi^ro-rrthr 

tlmit.  Of  ".taff"  ---/*[  »t"t;  'Tn'X::t'St  nrthi^ilfd*  tTnot  th. 
most  frequent  souxges  of  difficulty.     i»  *^^  ^  .^  «   appointments  is  tact. 

first,  qualification  required  of  those  f P^^^^^^.'^     f  ^  g,^  ^^x,  of  vaTloua 
V,  Von  SchalAsndorf  '^Tha  D«iUas  of  *he  General  Staff     and  &vaii  Man 
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Indeed,  1^  in  doubtful  whether  it  ii  posiihle  to  cluiiify  the  eosqplex  of  factors 
preieated  by  nearly  e^ery  combiaat^loBo  aad  the  TariOTis  naaifeiitatlont  of  the 
MOireiaent  la  different  co\^triei,  into  neatly  pi^on->holed  eoaqpartoants,  each  with 
a  deecripti^e  title o  Uany  combinations  possess  at  the  same  time  and  ia  Tarious 
proportions  features  irtiich  are  generally  regarded  as  typisal  of  one  of  the  main 
forms  adopted  ia  such  classification.  To  talcs  an  ezanple,  Armour  &  COo  of 
Chicago c  one  of  the  fi^e  chief  imeriean  meat  padciag  firms  p  has  developed  from 
a  small  single  operating  company,  till  it  controls  factories  all  OTer  the  United 
States,  aad  is  therefore  a  combination  on  a  r9Ty   large  scale o  Zt  also  controls 
through  stock  ownership  seTera3.  subsidiary  coiqpanies  engaged  ia  the  manufacture 
of  products  related  to  its  general  line  of  manufacture.  On  the  grouad  of  its 
agreements  with  the  other  four  packers,  it  was  atta^ksd  by  the  Federal  Trade 
Comaissioa  as  being  a  member  of  a  Trust  aiming  at  monopolistic  coatrol  of  the 
market.  Thus,  ia  one  single  combination  are  features  of  the  following  so»ealled 
forms:  "The  Trust  to   ^^^  Holding  Coo^any,  the  ]^xsion,  and  the  Gentleoiiais  igree- 
meat. 

The  maia  motive,  which  has  prompted  such  attempts  at  definition  and  classifica- 
tion, has  been  the  need  of  single  descriptlYs  terms  for  juridical  purposes,  a 
need  idiich  each  country  has  met  empirically  as  the  occasion  arose.  This  need 
has  two  aspects s  Terms  are  required  to  describe  the  legal  forms  uxider  which 
combination  it  actually  effected;  certain  ipecial  combination  types,  because  of 
their  social  or  economic  consequences  haye  necessitated  some  form  of  special 
legal  regulation  and  have  thus  called  for  descriptive  terms. 

Attempts  at  scientific  classification  haire  been  dominated  by  the  same  tendency, 
aad  where  terms  have  also  been  used  in  common  parlance,  great  confusion  has 
resultedo  It  is  possible,  by  isolating  a  single  aspect  of  business  combination, 
to  construct  a  satisfactory  series  of  terms  dealing  with  that  aspect  only. 
Irery  such  atten^t  is,  however,  likely  to  break  down  owing  to  the  tendency  to 
transfer  ideas  embodied  in  these  term«p  when  some  other  fspect  of  the  phenomen 
of  comblnatioa  is  under  consideration.  It  should  therefore  be  understood  that 
where  certain  single  descriptive  terms  are  defined  for  the  purposes  of  this 
report,  such  terms  apply  to  the  single  aspect  of  the  total  phenomena  of  combiaa- 
tion  referred  to  in  the  definition,  and  to  that  aspect  alone o 

The  first  series  to  be  considered  will  be  terms  bearing  upon  the  forms  of  legal 
ownership  inTolved»  A  classification  of  the  various  economic  aspects  of  combi- 
nation can  only  be  constructed  by  analysing  separately  la  each  case  a  aumber  of 
different  factors,  such  as  the  purpose  of  the  combination,  the  methods  by  which 
it  has  been  brought  about,  and  the  Tarious  types  of  operating  relationships  which 
have  resulted.  Moreover  each  of  these  aspects  may  have  to  be  ooasidered  separate- 
ly in  relatioa  to  each  of  the  chief  fuactioas  perfomed  by  a  business  enterprise. 
A  detailed  analysis  on  such  lines  is  given  in  Section  lY,  and  a  graphic  represea- 
tat  ion  of  the  way  in  which  such  a  dasslf  Icatioa  may  be  built  up,  in  Appendix  II. 
This  shows  the  difficulty  of  classifying  con^lez  groups  of  phenomena,  which  vary 

t  The  term  "trust"  is  one  of  those  which  have  been  used  with  rerj  varying  meanings. 
In  the  United  States,  where  it  is  most  frequently  used,  it  appears,  however,  to  have 
become  accepted  as  meaning  a  combination  aimiag  at  some  form  of  BMiopelistif- control 
of  the  market,  cf.  Sliot  Jones;  "The  Trust  Problsn  iji  the  United  Sta***'^ ,  MacMlllan 
Co.,  New  York,  1927,  pol  (Sad  edition) ,  "A  Trust  (industrial  monopoly)  may 'be  eazd 
to  exist  wiiere  a  person,  corporation,  or  combination  owns  or  controls  enough  of  the 
plants  producing  a  certain  article,  to  be  able  for  all  practical  purposes  to  fix  its 
price.  Control  over  the  price  is  the  fundamental  test  of  monopoly^  it  is  its 
essential  and  characteristic  feature". 
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from  each  other  in  a  number  of  different  ways.  Into  a  plan  of  a  single  dimension. 
Such  a  presentation  can  hardly  claim  to  be  cooqplete,  Irxt   It  series  to  indicate 
the  basis  on  which  a  con^lete  classification  can  be  built  up.  fhile  the  task  of 
analysis  and  definition  may  appear  to  have  a  theoretical  value  oiily,  the  evolution 
of  principles  applicable  to  the  scientific  management  of  large-scale  combinations 
must  ultimately  depend  on  a  clear  understanding  of  the  YBxy   con^lez  relationships 
Involved,  both  historically  and  in  the  current  practice  of  existing  combinations. 
The  administrator  actually  faced  with  the  yroblema  of  orgaaiiatlioa  of  a  combination 
will  f  IM  ia  such  ma  Analysis  a  che^  on  his  provisioa  of  mechanisms  covsMng 
•▼ery  aipect  of  its  operAtioa. 

2.  The  Constituent  Uhit. 

A  combination  may  be  defined  la  its  broadest  sense  as  an  arrangement  by  which 
two  or  more  entezprlses  have  relations,  either  in^llclt  or  expressed,  involving 
either  the  adoption  of  a  common  policy  applicable  to  the  whole  or  to  some  portion 
of  their  activitiet  and/or  some  degree  of  joint  control. 

Constituent  unit  is  the  term  used  to  describe  the  different  parts  of  idiich  a 
combination  is  made  upc  These  may  be  divided  intos-^ 

a.  ^tonomous  ynt  ery  rife  which,  shile  participating  in  a  combination,  retains  its 
complete  legal  and  financial  identity. 

b.  Allied  gnterprlsf  in  itoich  proprietary  rights  are  held  by  another  enterprise  ia 
a  proportion  insuff Icient  to  secure  control. 

c.  Associated  gnterorise  in  which  proprietary  rights  are  held  by  another  enterprise 
in  a  proportion  sufficient  to  secure  control  but  not  to  involve  coiqplete  owner- 
ship. 

d.  Subsidiary  Sntemrlff  which  possesses  legal  identity  but  in  which  coiqplete 
ownership  is  held  by  another  enterprise. 

*•  Branch  -  which  possesses  no  legal  identity  and  is  owned  and  controlled  by 
aaother  undertaking  operating  elsewhere. 

Corporate  fonue  vary  in  different  countries,  but  from  the  legal  standpoint  main 
varieties  of  combination  may  be  distinguished. 

3.  Types  of  Ar^f^^fj^rn^^. 

a.  Arxaqgements  unenforceable  at  Law,  Arrazigements  involving  a  considerable  degree 
of  eoiiiDOa«a@:lioa  may  exist  between  business  enterprises  without  any  legal  sanC'- 
tion.  Such  arrangements  are  commonly  known  as  "Genti.emen's  Agreements".  They 
usually  involve  an  attempt  to  substitute  some  other  foxm  of  sanction.  Such 
sanctions  differ  greatly  in  kind  and  in  degree.  In  the  first  place,  we  find 
arrangements  for  common  action,  which  do  not  depend  on  any  written  instrument 
at  all.  7or  Instance,  two  coiqpanies  may  exchange  Directors  without  either 
acquiring  any  share  in  the  ownership  of  the  other.  While,  from  the  administratis 
aspect,  this  is  a  spealal  form  of  collaboration,  no  legal  obligation  is  created. 
Again,  arrangements  may  be  made  for  personal  contact  between  individxials  as  in 
the  case  of  the  "Gary  Dinners"  or  of  the  "Deutsche  Fruhst-4:jr?ereinlgung". 
Such  arrangements  may  develop  into  formal  conferences,  a  type  which  is  a  common 
basis  for  price -fixing  agreements.  In  general,  the  sanction  sought  in  these 
cases  is  a  moral  one,  secured  by  pledging  the  "word  of  honour"  cf  those  concerned: 

Secondly,  the  moral  obligation  is  reinforced  by  written  instruments.  In  some 
cases,  no  party  to  rach  agreements  is  likely  to  attempt  to  ez^orce  them  legally 
owing  to  the  disadvantages  involved  in  publicity  or  for  other  reasons.  In  other 
cases,  current  legislation,  e.g.  acts  against  agreements  In  restraint  of  trade, 
inhibits  enforcement,  even  in  cases  where  it  was  intended  to  secure  legal  sano-^ 
tion.  Vinally,  the  parties  may  seek  to  establish  financial  sanctions  either  ia 
the  form  of  cash  contributed  in  advance  which  is  sacrificed  in  the  event  of 
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breach  of  •grtemeat  or  by  compatitlTt  action  against  defaulters.,  ICyen  In 
couatriae  where  legal  eanetloa  for  «uch  arrangemcnte  i«  ladcing  l*  le  uaually 
•xtrcmely  difficult  for  the  defaaltar  either  to  recover  hie  money  or  to  prOvt 
illegal  contpeti.t.lve  practiceio 

b.  Contractual  Arrangement »„   A  very  great  variety  of  arrangements  between  enter- 
priict  are  based  on  8in5)le  contractual  relations  between  the  parties »  The 
different  arrangements  mentioned  in  the  preceding  paragraph  in  countries  where 
such  arrangements  fail  within  the  law  are  frequently  secured  by  contract.  The 
forms  of  contract  used  in  the  fonnation  of  combinations,  which  are  known  to  the 
law  are  in  themselves  very  various.  Two  main  types  may  be  distinguished^  la 
the  first  place 9  we  find  the  contract  involved  in  membership  of  an  association. 
We  find  organizations  set  up  by  independent  enterprises  in  the  same  trade  or  in 
the  same  area  to  render  certain  specific  services  to  their  members »  or  to  take 
over  certain  functions  of  their  business.  Where  such  organisations  are  not 
intended  primarily  to  make  profits,  they  are  not  usually  establfcshed  under  the 
law  governing  the  formation  of  business  enterprises,  b^xt  in  some  simpler  form 
such  as  the  liage  tfagener  Verein  in  Germany  or  the  Hegistered  or  Incorporated 
Association  of  ureat  Britain,  While  such  Associations  have  a  legal  personality 
any  member  can  usually  withdraw  at  will  and  the  obligati«ms  are  usually  only 
such  as  are  implied  in  the  statutes  of  the  Associationc   Such  Associations  are 
commonly  found  in  the  form  of  Trade  Associations  j6l, Chambers  of  Commerce, 
Research  Institutes,  and  so  on. 

In  the  second  plaeat>  ▼•  ^▼^  ^he  direct  contract  between  parties  which  is  far 
more  specific  both  as  to  the  obligations  involved  and  as  to  the  purpose  it  is 
designed  to  serve.  As  opposed  to  the  Association  it  is  usually  also  for  a 
definite  term.  The  form  of  the  contract  may  differ  in  accordance  with  this 
purpose,  a  matter  which  will  be  discussed  in  considering  the  operating  arrange- 
ments Involved  in  various  types  of  combination.  For  instance,  contracts  may 
involve  agreement  to  sell  only  through  a  particular  channel,  to  rent  and  operate 
a  factory  under  specified  conditions,  to  manufacture  only  particular  sises, 
types  or  quantities  of  goods,  and  so  on.  The  majftxlty  of  the  combinations  which 
are  generally  described  as  "cartels"  rely  upon  permutations  and  combinations  of 
tb»9«  two  types  of  contract.   In  Germany,  no  legal  obstacles  are  placed  in  the 
way  of  such  associations,  although  safeguards  against  their  powers  have  been 
enacted  by  a  special  law  passed  in  1323,  No  definition  of  a  Cartel  was  given 
in  the  law,  but  the  definition  of  professor  Liefmann  seems  to  have  been 
generally  adopted  by  the  courts.  "A  Cartel  is  a  voluntary  combination  of  busi- 
ness enterprises  engaged  in  the  same  line  of  business «  and  each  retaining  ita  pg 
independence (,  for  the  purpose  of  establishing  monopolistic  control  of  the  Market^ 
In  America  this  form  of  organization  was  known  as  a  pool,  and  was  often  used 
before  the  passing  of  the  Sherman  Act  in  1890,  which  made  it  illegal^ 
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^lo  cf o  Definition  of  Trade  Association  formulated  by  the  American  Trade  Associa- 
tion Executives,  "A  Trade  Association  is  an  organization  of  producers  or  distri- 
butors of  a  commodity  or  service  upon  a  mutual  basis  for  the  purpose  of  promoting 
the  business  of  their  branch  of  industry  and  io^roving  their  service  to  the  public 
through  the  compilation  and  distribution  of  information,  the  establishment  of  trade 
standards  and  the  cooperative  handling  of  problems  common  to  the  production  or 
distribution  of  the  commodity  or  service  with  which  they  are  concerned" ,  See  Hand 
Book,  American  Trade  Association  Executives, Chicago,  1924o 

^.  Liefmann  "Kartelle  Konzera*  und  Trusts" ,  1927,  "Sin  Kartell  ist  sins  f rele 
Vereinbarung  oder  ein  Verband  fswischen  selbstandig  bleibenden  imteraehmern  derselben 
Art  zum  2we@ks  monopolistischer  Beherrschung  des  Marktes". 
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c.  Ownership  Arrangements,  The  third  main  type  of  legal  arrangement  under  which 
combination  takes  place  is  concerned  with  the  ownership  or  part -ownership  of  the 
equity  of  the  existing  units  or  of  specially  created  units  under  the  various  forms 
of  legal  organization  applicable  to  the  individual  business.  Such  arrangements 
issue  In  a  variety  of  formes 

l.^^In  the  first  the  legal  identity  of  the  constituent  units  is  maintained  -  the 
Combine »  Two  types  may  be  distinguished:- 

a.  Where  the  ownership  is  mutual  and  involves  - 

i.   Joint  property  of  two  or  more  enterprises  in  a  further  enterprise 
created  for  a  special  purpose  -  ^oint  Ownership,, 

11.  Mutual  ownership  by  two  or  more  enterprises  of  a  proportion  of  their 
respective  equities,  without  legal  control  vesting  with  either  one 
of  them  -  Mutixal  Owner shi^a^ 


b.  Where  the  legal  control  is  unified  - 

I,   Either  In  one  of  the  existing  uaits  -   the 
11  o  In  a  special  unit  created  for  the  purpose 


irent  Qftngany,  or 

the  Holding  Company, (fe 


2,  In  the  second  the  legal  identity  of  the  constituent  units  disappears 
fusion,  and  one  unit  emerges  either  - 


the 


a.  One  of  the  existing  units  ^  Thf  Merger .  or 

b.  A  new  unit  specially  created  for  the  purpose  -  ^^e  Qonsolidation,^ 

IV.  yps  ECONOMIC  ANALYSES  OF  '^^Z  COMBUmiOM.* 

A.  SIVERGSNCISS  BETWEEN  THE  LEGAL  AND  ECONOMIC  ASPECTS. 

In  the  last  section  was  given  an  analysis  of  some  of  the  chief  legal  forms  of 
combination  structure.  Cutting  across  these  lines  and  of  greater  importaaae, 
from  an  economic  point  of  view,  is  the  question  of  their  operating  structure. 
For  exanple,  several  fi2rms  may  decide  that  economies  could  be  effected  by  com- 
bining their  purchasing  of  certain  commodities.  Under  Some  circumstances, 
dependent  chiefly  on  the  financial  and  legal  conditions  of  the  moment,  this  might 
lead  to  the  formation  of  a  combine  or  fusion  under  others  merely  to  the  setting 
up  of  a  purchasing  association.  And  while  in  one  case  the  combining  units  would 
be  giving  up  their  legal  autonomy,  and  in  the  other,  maintaining  it,  there  mi|^t 
in  actual  fact  be  no  difference  in  the  degree  of  authority  exercised  by  the 


01c  A  comparison  with  some  of  the  class  If  teat  ions  given  in  Appendix  I  shows  that  the 
meanings  of  the  terms  here  used,  vary  with  different  writers,  and  while  as  far  as 
possible  terms  are  selected  In  accordance  with  their  general  use«  this  selection  rust 
necessarily  be  somewhat  arbitrary,  e,g,  LoH.Haney  "Business  Organization  and  Combina- 
tion" where  lAmalgamation °  Is  used  for  the  situation  described  as  'consolidation'  in 
this  report » 

02.  In  American  legal  practice  the  term  Holding  Company  wo^ld  covar  both  the  Holding 
Con^any  and  Parent  Con5>aay  form.  The  term  indicates  any  corporation  which  has  the  right 
to  purchase  and  hold  stocks  In  any  other  coiporation.  This  right  was  first  granted  by 
an  amendment  of  the  corporation  law  of  New  Jersey  In  1893,  Other  states  subsequently 
followed  salt, 

03.  cf,  Bllot  Jones  "The  Trust  Problem  in  the  United  States",  Macmillan  Co,  1927.  2nd 
edition,  po32  footnote,  which  reads?  "Some  legal  authorities  make  a  distinction  between 
a  consolidation  and  a  merger.  Thus  Thompson,  Law  of  Private  Corporations  (second  edi- 
tion) says  "There  seems  to  be  a  recognised  difference  between  'consolidation'  and 
'merger'"  (sec,  6035),  Consolidation,  takes  place  where  two  or  more  existinif  corporations! 
are  ©•asoXldattd  wltHn  a  single  corpoyatlojte  and  the  existence  of  the  uniting  doxporatioa«[ 
is  terminated  anft'^the  ^insolldattd  cow^br/   succtedft  in  a  geaeifal  way  to  the  rights  and  - 
fr«nchlse*n  and  acquire*  the,prQp»??v/  and  a^tsuaes  ^hn  a^Xigatl^^s  and  Uabllr^ies  rf  all 
the  sOTis^Utsit  j3aipaai^^>'o  (S'^3.  ^03?)       (ContlauiA  a:t  Uo%   of  aUt  page) 

•  lor  this  seetlon  conqpar*  chart  in  Appendix  11^ 
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ctntral  organization.  Coml)ln«8  axiat  in  which  the  central  organization  pre- 
fers to  leave  as  much  actual  authority  to  the  rabsidiaries  as  if  they  were 
independent  con^anieso  Conversely,  cooperative  associations  are  ^ound,  where 
the  most  ixaportant  administrative  functions  are  delegated  away  from  the  local 
controlling  units,  and  are  never  interfered  with  hy  them.  Hence,  it  is 
especially  interesting  to  attempt  to  discover  how  far  under  entirely  differ- 
ent legal  forms  and  in  different  countries  the  same  economic  considerations 
?xave  nevertheless  brought  about  a  similar  operating  structure  within  the 
combination. 

In  analysing  the  combination  from  its  economic  aspects,  there  are  three  main 
groups  of  factors  which  must  be  considered.  Tirst,  what  is  the  type  of  com- 
bination, that  is  to  say,  what  are  the  chief  functions  performed  by  the  con- 
stituent units,  and  what  are  the  technical  relationships  between  themT 
SecosQ.!^  what  is  the  object  for  which  the  combination  was  formed?  And  thirdly, 
by  what  methods  do  the  combining  units  seek  to  make  this  object  Affective? 

B.  TYPES  OF  COUBINATIOH. 

By  the  type  of  the  combination  is  msant  the  economic  relationship  between 
the  predominating  functions  performed  by  the  establishments  of  which  it  ii 
made  up.  This  analysis  thus  considers,  primarily,  the  main  productive,  dis- 
tributive or  service  function  which  characterizes  the  enterprise  and  to  which 
all  others  are  subservient?  In  considering,  however,  either  the  way  in  which 
a  combination  has  been  brought  about,  or  the  best  methods  to  adopt  in  bringing 
Q   combination  into  being,  it  is  loq^ortant  also  to  make  a  detailed  comparison 
of  all  the  functions  performed  by  each  of  the  combining  units.  lor  exas^le, 
the  method  of  financing  the  combination  must  taice  Into  consideration  the 
existing  financial  arrangements,  whether  the  constituent  units  are  partner- 
ships or  limited  llcability  coiqjanies  and  as  to  what  form  of  securities  are 
outstanding.  On  the  administrative  side  the  success  of  a  combination  may 
often  depend  on  the  knowledge  as  to  where  administrative  power  lies,  not 
according  to  the  theoretical  organization  plan,  but  according  to  the  psycho- 
logical reality,  and  to  its  satisfactory  adjustment  under  the  new  scheme. 

1,  Administration. 

From  the  standpoint  of  their  administrative  functions  combinations  can 
only  be  regarded  as  static  structures  for  the  purpose  of  analysis  and 
description.  la  Act\ial  fact  they  are  In  a  process  of  perpetual  develop- 
ment. The  facts,  as  opposed  to  the  legal  forms  of  administrative  struc- 
ture, are  largely  concerned  with  two  main  points:- 

a.  The  weighting  of  control  as  between  central  and  local  units  concerned 
with  administrative  processes. 

b.  The  division  of  administrative  responsibilities  reserved  to  the  central 
establishment  as  between  various  individuals  or  coo^osite  bodies. 


! 


03  (continued  from  previous  page^ 

A  merger,  on  the  other  hand,  "exists  where  one  of  the  constituent  coiqpanies  re- 
mains In  being,  absorbing  or  merging  in  itself  all  the  other  con5>anies'*  (Sec. 
6037).  But  in  Judicial  and  Statutory  Definitions  of  Words  and  Phrases,  1914, 
p. 908,  we  are  told  that  the  terms  consolidation  and  merger  are  not  always  used 
with  strict  accuracy.  As  one  authority  puts  it  (ibid,  1904,  p. 1452),  the  term 
consolidation  is  an  elastic  one,  and  may  Include  a  union  of  two  or  more  corpora- 
tions Into  a  new  one  with  a  different  name,  with  or  witnout  extinguishing  the 
constituent  corporations,  or  the  merging  of  two  or  more  corporations  into  one 
existing  corporation  under  the  name  of  the  latter.  See  also  Noyes  on  Intercor- 
porate Relations  (second  edition)  sections  7-8.  For  our  purposes  there  is  nothing 
In  particular  to  be  gained  by  determining  whether  the  property  of  the  coii5)anlei 
combined  has  been  turned  over  to  a  new  corporation  or  has  been  acquired  by  an 
already  existing  corporation;  and  we  shall,  therefore,  use  the  terms  consolida- 
tion and  merger  interchangeably.) 
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a.  It  Is  clear  that  the  first  point  is  largely  psychological  and  any 
general  classification  can  only  be  based  on  psychological  conceptions. 
With  regard  to  any  given  administrative  questions: 

I.   Influence  exists  where  there  are  arrangements,  either  unilateral  or 
mutual,  by  which  one  unit  advises  another,  both  however  retaining 
coinplete  initiative  and  identity. 

ii.  Cooperation  exists  where  th«re  are  arrangements  not  only  for  mutual 
exchange  of  views  but  for  formal  discussion  of  policy  and  definition 
of  conmon  aims,  but  without  established  machinery  for  securing  common 
action. 

111.  Coordination  exists  n^ere  there  are  foroial  arrangements  for  cooperation 
and  In  addition  machinery  for  securing  common  action,  but  without 
formal  limitation  of  the  Initiative  and  responsibility  of  the  units 
concerned. 

Iv.  Qentrallzation  exists  where  the  initiative  and  responsibility  for  and 
conduct  of  defined  activities  are  taken  from  one  unit  and  placed  with 
another. 

b.  With  reference  to  the  second  point  the  forms  of  organization  adopted 
correspond  to  those  met  with  in  the  Individual  business.  Administrative 
responsibilities  may  be  assigned  either  to  coiqposite  bodies  (Boards  or 
Committees)  or  to  individuals.  The  preparation  of  material  leading  to  the 
decisions  by  which  such  responsibilities  are  discharged  and  their  eommuml- 
catloa  to  those  responsible  for  taking  action  on  them  may  be  assigned 
either  to  a  member  of  the  Board  or  Committee  (Managing  Director)  or  to  an 
officer  assigned  to  the  Board  or  Committee  for  that  special  purpose 
(Secretary)  or  to  an  executive  officer  not  a  member  of  the  Board  or  Coami- 
tte  (General  Manager).  The  various  administrative  responsibilities  may  be 
divided  up: 

1.   ^y  (^e^ree  of  authority,  as  when  a  Board  appoints  an  Executive  Commi- 
ttee responsible  to  Its  In  this  case  the  functions  of  the  remainder 
of  the  Board'become  advisory  or  supervisory.  Or  again,  as  in  Germany, 
where  definite  bodies,  provided  for  In  the  legal  structure  of  the 
nailted  liability  coix5>any  (Aktlengeiellschaft)  are  responsible  for 
different  degrees  of  authority  In  the  administration  of  the  enterprise 
(Yorstand,  Auf slchtsrat) . 

^i«  Territorially,  where  Committees  of  the  Board  or  Individual  members 

are  responsible  to  It  for  the  administration  of  various  areas  in  which 
the  combination  has  activities. 

III.  ftr  products,  where  similar  arrangements  exist,  but  the  division  It  by 
different  products  with  which  the  combination  Is  concerned. 

^▼*  By  processes,  where  similar  arrangements  exist  but  the  division  is  by 
different  processes  In  the  total  cycle  of  the  combination's  activities. 

T,   Functionally,  where  similar  arrangements  exist,  but  the  division  is  by 
the  different  subjects,  finance,  research,  advertising,  etc.,  which 
come  up  for  decision  in  the  administration  of  the  combination. 

2.  Production. 

From  the  point  of  vitw  of  their  main  productive  functions,  combinations  have 
sometimes  been  divided  into  two  main  types s  the  'horizontal'  where  the  coa^ 
atltuent  units  are  performing  the  same  or  similar  production  processes,  and 
the  'vertical'  where  these  processef)  may  be  quite  dissimilar.;  In  their 
nature,  but  they  are  all  contributory  to  the  production  of  the  same  commodity 
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or  group  of  commodities.   In  the  horizontal  comhlnation  the  units  are 
generally  operating  at  approximately  the  same  stage  of  prod\iction,  while  the 
vertical  combination  is  usually  between  units  operating  at  different  stages 
in  the  total  product ire  process. 

Of  the  horizontal  type  is  the  Rhenish  Westphalian  coal  cartel  01,  composed 
under  the  agreement  of  1925,  of  some  seventy-four  members  engaged  in  the  coal 
mining  industry,  though  the  functions  performed  by  each  corapany  vary  con- 
siderablye  To  talce  a  few  examples,  one  member  is  a  mining  enterprise,  branch^ 
ing  off  not  further  than  to  operate  coke  ovens,  another  a  briquette  manufac- 
turing plant  connected  with  coal  mining,  another  a  steel  plant,  producing  its 
own  coal,  another  a  mixed  enterprise  based  on  steel;  enterprises  all  varying 
in  their  functions,  but  connected  with  the  seme  fundamental  process  of  coal 
mining.  The  tendency  of  the  Oennan  Cartel  form,  idiich,  for  the  major  part 
has  for  its  object  the  limitation  of  prices  or  output,  is  towards  horizontal 
combination.  The  same  tendency  was  seen  in  the  early  American  Trusts,  which 
aimed  at  monopolistic  control  of  an  industry;  tho\igh  in  some  cases  they  alto 
reached  out  towards  controlling  sources  of  supply  in  the  vertical  form  of 
integration. 

Of  the  vertical  type  a  well-knovm  ezarnpl*  is  the  Snglish  soap  eombin«^ 

tlon,  which,  starting  with  the  manufacture  of  soap  and  glycerine,  has  devel- 
oped, in  order  to  control  its  own  raw  materials  and  supplies,  into  the  fields 
of  banking,  shipping,  engineering,  aiziing,  building,  whaling,  seed  crushing, 
oil  refining,  and  the  operation  of  plantations  and  fisheries,  as  well  as  into 
the  manufacture  of  related  finished  products. 02. 

In  the  last  ten  years  there  has  been  a  development  towards  combinations  of  a 
new  type,  especially  coniiaon  in  the  United  States.  This  is  sometimes  rather 
ingeniously  called  the  "circular"  type.  While,  previous  to  the  war,  the 
advance  wing  of  American  industry  was  exploring  the  possibility  of  economies 
in  production,  through  new  technique  and  iraproved  efficiency  methods,  the 
emphasis  of  the  post-war  period  has  been  on  possible  economies  in  the  field  of 
distribution.  •  This  has  led  to  the  growth  of  combination  between  business 
establishments  which  have  nO  productive  connection  with  one  another,  but  which 
either  distribute  through  the  same  channels,  or  through  complementary  channels. 
Of  this  type  are  the  Remington  Rand  Incorporated,  a  combination  between  estab- 
lishments producing  among  other  things,  typewriters,  adding  machines,  loose- 
leaf  l^inders  and  filing  devices;  and  the  Oener^l  Foods  Cootpany,  which  now  com- 
prises a  number  of  small  firms,  all  selling  ultimately  to  the  retail  grocer 
such  products  as  breakfast  foods,  coffee,  chocolate,  tapioca  and  ice-cream 
powder. 

Besides  these  types  of  combination,  there  are  some  of  a  local,  iiational  ,  or 
international  scale,  where  there  is  no  technical  relationship  between  the 
combined  enterprises,  but  which  represents  rather  the  attempt  of  an  individual 
or  financial  group  to  spread  out  their  interests  into  a  number  of  different 
industries.  This  type  of  combination  in  Germany  is  sometimes  called  the 
'konzern*.  A  nuraber  of  such  konzerns  of  the  type  of  the  Stinnes  combination 
were  built  up  in  the  post-war  inflation  period,  but  on  the  whole  they  have 
not  proved  to  be  a  very  permanent  form,  as  they  lack  any  rational  econo>Qic 
foundation.   In  this  particular  instance,  many  of  them  collapsed  when  the 
stabilization  of  the  G-eman  currency  took  place. 


fl   See  2<N. Nichols,  "Cartels,  Combines  and  Trusts  in  Post-war  Germany**,  Columbia 
Intverstty  Press,  :;ew  York,  1928,  p.81« 

02  Report  on  the  Soap  Industry,  Cmd.  1126,  Prepared  by  the  sub-committee  appoin- 
ted by  the  Standing  Committee  on  Trusts  under  the  Profiteering  Acts.  London. 

H.M. Stationery  Office,  1921, 
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The  distinction  of  such  types  into  horizontal,  vertical  and  cireular^ 
represents  only  a  popular  elassification  serving  to  indicate  some  general 
trends.  Actually  the  possible  relationships  between  the  chief  functions 
perforwd  by  ladustiial  establishments,  vary  in  a  great  number  of  different 
ways,  while  in  practice  many  cerabiuattons  are  eemplexes  of  several  different 
functional  relationships «. 

A  mere  detailed  analysis  of  these  possible  types  has  been  made  by  Willard  Thorp, 
in  a  statistical  study  of^  group  of  combinations  in  the  United  States,  coa^ilcd 
from  the  census  materiarlo'^ 

Thorp  divides  the  possible  types  of  relationships  between  the  chief  technical 
functions  performed  by  the  establishments  in  the  group  of  manufacturing  indus- 
tries, which  he  was  studying,  into  fivej  - 


ynlform  runcllejai^, 
pivergeat  gunciieni.g 


io  Join-t  products^ 
iio  li/^reducts^ 
illoLiks  preeesseso 

1„  Complementary  products 5 
lie  Auxiliary  preductsg 
ill o Like  markets o 


pfntinulng  Ifunctions < 
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^Iferm  JTunctionip  The  first  group  includes  those  combinations  where 

the   cons uWnt  units  are  perferming  f\incttons  similai   in  legard  »e 
materials^  precesses  and  products.     Of  the  4813  combinations  included  in 
Thorp's  study,    some  62o9lt  are  of  this   type.      While   this  is   the  most 
numereus„  it  is  alse  the  most  easily  understandable  type  of  combination, 
arising  en  the  one  hand  through  the  merging  of  competitors,  en  the  other, 
through  the    simple  expansion  m  size  of   an  establishment  by  purchase 
er  the  creation  of  new  units  engaged  in  the  same  processes  of  manufacture. 

Diver^nt  Punctions.     Taking  the  raw  naterial  as  at  one  end  ef   the  line  of 
r7?^ti^7r7c78  8.   and  the  finished  product  at  t'ne  ether,   those  estab^ 
llshments  which  start  with  the  same  precess  and  end  with  different  ones, 
are  said  to  be  perferming  divergent  functions.  Tor  example,   where  eotten 
cleth  is  the  material,   one  establishment  makes  it  into  awnings,  and  another 
into  pyjamasc     There  are  three  sub  divisions  of  this  elass^   "joint  products   , 
where  the  products  diverge  at  a  natural  break  in  the  manufacturing  process, 
and  not  at   the  option  of  the  producer  as  in  the  above  ea*mplei»''by  products", 
where  the  production  of  one  necessarily  arises  out  of   the  production  ef 
another,   for  example  cotton  seed  oil^  and  cotton  seed  cakej   "like  processes", 
where  different  naterials  are  subjected  to  like  or  similar  production  pro- 
cesses, as  in  a  combination  between  a  zin«;  smelter  and  iron  smeltero 

OenverglBg  _yanc tionso     The  opposite  type  of  combinations  are  those  where  the 
•f^IIStions  arrsaid'«o  converge,    starting  with  different  processes,  and  ending 
with  the   same.     These  again  are  divided  into   threes    «eoa5»lementaxy«,  fer 
example,  where  a  wood  turning  plant  and  a  foundry  combine,  both  contributing 
to  the  production  of  agricnilturai  implements^   "auxiliary",  where  seme 
establishments  are  accessories  to  the  main  precess  ef  preductlen,  as  where  a 
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single  machine  shop  is  attached  to  a  momber  of  railroad  repair  shops  • 
Finally,  where  convergenee  occurs  within  the  market,  as  in  the  case  of 
metal  beds  and  felt  mattresses. 

*•  C:)-?.Hnuin|<^  runctiona,  (A  vertical  type).  This  is  where  each  establish- 
ment performs  a  consecutive  function  in  the  total  production  process. 
This  may  be  either  where  the  same  material  is  passed  througn  a  series  of 
different  processes,  as  in  the  spinning  and  wea"7ing  of  cotton,  or  where 
one  process  merely  contributes  to  the  next  as  in  the  case  of  the  manufac- 
ture of  tools  for  use  in  a  subsequent  production  pzx>cess. 

e.  tfarelated  runctiona.  The  final  clasaification  ia  iftiere  the  functiona  have 
no  technical  association,  as  in  the  illustration  already  given  of  the 
Stinnea  konzem. 

3.  Distribution. 

This  study  only  Include*  groupa  of  enterpriaea  engaged  in  various  manufactur- 
ing induatriaa,  but  it  ia  poaaible  alao  to  conatruct  a  similar  analyait 
applicable  to  combinations  in  the  diatributive  fielda. 

The  processes  covered  by  the  field  of  distribution,  are  those  of  trana- 
f erring  a  finiahed  product  from  the  manufacturer  to  the  ultimate  conaumer, 
and  the  area  of  the  distributive  pro  ceases  may  be  said  to  be  bounded  by  the 
manufacturer  at  one  end,  and  the  conaumer  at  the  other. 

a.  Uniform  runctiona.    The  distributive  enterprises  which  enter  into  com- 
bination are  said  to  be  performing  unitorm  functiona  when  their  operations 
are  aimilar  in  regard  to  products,  procesaea  (or  diatributive  methoda),and 
market  a.  This  happens  for  exaorple  when  two  tobacco  stores  in  the  aame  town 
enter  Into  combination  to  prevent  con5>etitive  price  cutting,  or  for  other 
reaaona. 

b.  Divergent  Functiona,   Where  the  eatabliahments  ifeich  enter  into  combina- 
tion are  performing  functions  which  start  with  the  same  source  of  supply 
and  md  by  dealing  with  different  marketa  they  are  said  to  be  performing 
divergent  functions.  There  are  two  subdivisions  of  this  class  of  combina- 
tion, first  where  the  entexpriaea  are  dealing  with  aimilar  producta,  but 
are  distributing  them  by  different  methods,  such  as  in  a  combination  bet- 
ween a  mail  order  house  and  retail  store  who  are  both  dealix^  in  the  same 
types  of  products.  Uext  comes  the  case  where  similar  products  are  being 
distributed  by  similar  methods,  but  to  different  markets,  as  for  example 
where  a  combination  takes  place  between  two  drapery  stores  performing 
approximately  the  aame  functiona;  in  different  cltiea.  Thua  this  t^e 
includes  the  majority  of  the  chain  store  combinations.  It  also  includes 
the  caaea  where  combination  occura  between  establishments  trading  in  the 
same  area,  but  to  different  classes  of  consumers,  as  where  a  millinery 
shop  aelling  high  grade  gooda  combinea  with  another  aelling  gooda  of  lower 
grade,  in  order  to  broaden  Its  market. 


c.  Convergji 


The  functions  of  two  establishments  are  said  to 


converge  when  their  operations  start  with  differing  products  and  and  with 
the  same  markets.  The  convergence  may  come  at  any  stage  in  the  distribu- 
tive proceaa»  but  roughly  there  are  two  types:  a)  where  the  convergence 
cornea  at  the  wholesale  level,  aa  for  exaiqple  if  two  coopaniea  combine  who 
are  purchasing  goods  wholesale  from  different  manufacturers  and  selling  to 
the  aame  retailers,  with  the  object  for  instance  of  economising  salesmen* a 
aalaxiea  or  warehousing  e:iqpen8ea;  b)  where  the  convergence  ia  at  the  re- 
tail level  for  exaxqple  between  two  enterprlaea  engaged  in  diatributlng 
different  types  of  producta  to  the  aame  market  as  where  a  tobacco  ahop 
combines  with  a  confectionery  ahop  in  the  aame  village. 
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4«  gon t lauj.ai^  T>mQ%ior>. v o       (A  ^^e^tioAl  type).  Thi?  is  where  com"blnatioa 
occurs  be-fcweea  eetabUQbxx^ct*  operating  at  different  ©tagea  of  the  total 
diatribu-^ive  proceggp  as  between  wholesaler  and  retailer. 

C.  OBJXCTS  OF  CCUBX22ATIQN. 

!•  plaasification  QUDbjeciBe 

Having  considered  what  are  the  ao-ivitiee  performed  by  the  establlshmenta 
which  are  to  be  bro^oght  within  the  eombination,  and  whether  there  are  any 
technical  relatlonishlpg  between  them,  the  question  xxext  come?  as  to  what 
are  the  causes  which  have  led  them  to  combine.  These  causes  are  many  and 
various,  as  many  and  various  a«  the  types  of  combination  themaalvee,  and 
in  partlQular  cases,  it  ia  difficult  to  discover  for  certain  what  they  are 
since  the  published  'obj8et»'  of  the  combination  are  often  quite  different 
from  the  real  mQti"''es  which  led  to  its  formation.  In  general,  however,  it 
may  be  assumed  that  the  fundamental  motive  is  either  to  maintain  a  certain 
price  level,  or  to  cut  costs  through  some  form  of  econou^  which  is  ejected 
to  result  from  operating  the  combined  enterprises  as  a  single  unit.  Tl» 
following  list  shows  some  of  the  chief  ways  in  which  this  may  oceuTj^  for 
purposes  of  analysis  th^  objects  of  cambinatlon  are  considered  in  four 
sections,  co rr es»pondiag  to  the  four  chief  fionctiona  of  the  businesa  - 
Finance,  Adminls '^ration.,  Produvtion  and  Dietributiono 

2.  financial o 

a.  To  make  profits  for  pr^mot^rso 

Bvery  combinatioE,  is  bro'Aght  about  by  a  promoter  r  and  xn  the  case  of 
combinations  wheie  a  largt*  number  of  independent  enterprises  are  involved 
and  it  is  difficult  to  get  the  owaera  together  to  agree  about  the  terms, 
the  promoters  are  often  bankera  or  lawyers  who  do  not  necesaaxily  have 
a  further  interest  in  the  new  enterprise  once  it  is  in  existence.  Some 
of  the  fuiictions  of  the  promote?  are;  deciding  what  enterprises  are  to 
be  brought  into  the  eombinatioaj,  obtaining  options  on  their  propertiea^ 
raising  the  n8c«ssary  capital,  deciding  the  terms  of  purchase  or  of 
exchange  of  shares »  and  Qf  t^n  chooeio^  the  admiuiatration  and  the  out- 
lines of  the  organisation  of  the  new  csonsem.  The  profita  which  the 
piiomotera  make  out  of  thi^^  proaess  may  in  themselves  become  an  iii5)or'vant 
incentive  to  the  formation  of  combinations .  In  his  account  of  the  early 
American  Trust*  ^1^  Professor  Uliot  Joa»s  has  ahown  what  an  iir5>ortant 
part  the  profits  of  promoters  playedc  These  profits  were  often  the  caaae 
of  over-ci^jitaliiation.  Professor  Jonas  estimated  that  in  some  tea  of 
the  steel  trcista  formed  between  1898  and  1900  the  total  average  ratio 
of  stock  representing  promotion  charges  to  Issued  capital  stock  (includ- 
ing preferred  stock)  was  10= 1^.  The  syndicate  which  was  responsible  for 
floating  the  United  States  Steel  Corporation  took  a  profit  of  $62,500,000 
out  of  this  transaction  alone.   Many  of  the  'mergers'  in  the  United 
States  in  the  last  few  years  have  been  thO'Aght  to  be  due  to  similar 
motives.  The  desire  to  find  profitable  new  stock  issues  to  put  on  the 
market  during  the  recent  stock  market  boom  made  many  financial  groups 
interested  in  finding  poaaible  groups  of  firms  to  bring  into  combination. 

b.  To  inveat  surplcui  capital  or  profits. 

The  eiistenQf  of  eurplua  capital-  or  profits  to  be  invested  aometimea 
leads  to  combination  through  th?  development  of  a  financial  interest 
along  lines  where  special  knowledge  is  available^  by  investment  in  the 
same  or  related  lines  of  Indus vry  or  in  an  industrial  activity  in  which 
some  member  of_theadm?-nistratiQ3i_is^  ^l^tlt^   ^-  raI»tion>hip>  ao 
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•stablish*^  eiia'bl<K  further  knowledge  and  interest  to  be  developed  on  the 
part  of  the  owning  coispany,  which  frequently  leads  ultimately  to  the 
purchase  of  a  controlling  interests  or  to  oonaplete  fusion, 

c*  To  facilitate  the  raising  of  capital  or  credit* 

It  often  happens  in  the  case  of  enterprises  with  old-fashioned  factories 
and  machinery,  and  where  financial  results  are  unsatisfactory,  and  hence 
it  is  difficult  to  raise  capital  for  reorganization .  that  to  enter  into  a 
combination  which  shows  promise  of  increased  efficiency  and  economies  of 
Joint  operation  may  mate  possible  the  raising  of  capital  or  credit  on  far 
more  favourable  terms.  Sometimes  also,  the  object  of  creating  a  subsidiary 
in  another  country  or  of  combining  with  a  company  established  there,  may 
be  to  widen  the  area  from  which  capital  may  be  drawn.  These  are  but  two 
instances  of  the  several  ways  in  which  the  formation  of  a  combination  may 
facilitate  the  financing  of  the  enterprise^ 


y- 


To  spread  risks. 

The  development  of  an  enterprise  throiigh  combination  into  new  areas  or  new 
lines  of  manufacture  has  the  effect  of  diminishing  the  risks  of  the  busi-^ 
ness  since  there  is  less  likelihood  of  a  sudden  sl^^uqp  of  trade  or  prices 
affecting  all  sections  of  its  operation.  This  incentive  to  combination 
is  apt  to  be  particularly  strong  where  the  admiifiistrators  of  the  business 
also  hold  a  large  percentage  of  its  shares  since  their  personal  credit  it 
thus  closely  involved  with  the  value  of  a  single  security, 

e.  To  evade  taxation,  or  other  disabilities  imposed  by  co3^aziy  legislation. 

High  taxation  -  or  the  iinposition  of  a  rigorous  coxnpany  law  involving  the 
publishing  of  detailed  figures  may  be  the  cause  of  combination  through  the 
transference  of  a  part  of  the  business  to  states  or  countries  where  the 
regulations  are  less  severe.  In  the  United  States,  the  differences  in  state 
con^any  legislation  often  make  it  advantageous  to  register  separate  sub- 
sidiary companies  for  trading  in  partiealar  states  both  with  the  object 
of  diminishing  the  total  amount  of  taxation  paid,  and  fe.lso  to  facilitate 
accounting  to  each  of  the  taxing  authorities  involved, 

f .  To  escape  Tariffs. 

Combinations  sometimes  arise  because  an  enterprise  which  plans  to  distri- 
bute in  a  highly  protected  area  finds  that  it  pays  either  to  form  a  sub- 
sidiary for  maniifacture  there  (or  assembly  of  parts)  or  to  combine  with  an 
enterprise  already  operating  within  the  az^ea,  rather  than  to  pay  the  duty. 

3»  Administrative. 

a.  To  increase  the  personal  power  and  influence  of  executives. 

It  has  somet5.mes  happened  that  a  combination  has  developed  from  a  single 
establishment  by  reason  of  the  strength  of  the  personality  or  personali- 
ties at  its  head,  who,  finding  their  activities  limited  by  the  size  of 
a  concern  with  restricted  potentialities,  find  a  natural  outlet  for  their 
administrative  faculties  in  bringing  together  a  larger  and  more  economic 
grouping.  Some  of  the  largest  combinations  are  th^s  the  result  of  the 
organizing  initiati^  of  some  single  individual  such  as  Henry  Ford,  or 
the  late  Lord  Leverhulme,  who  have  built  up  flourishing  combinations  as 
a  result  of  being  the  first  to  realise  the  possible  economic  opportunities 
inherent  in  the  new  methods  of  organization  within  their  sphere  of  indus- 
trial influence. 

b.  To  secure  the  assistance  of  more  experienced  administrators  for  small 
enterprises. 

A  common  instance  of  this  motive  for  combination  is  found  in  a  disorgar.ized 
and  badly  administered  industry,  where  bankers  or  others  who  are  financially 
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interested  in  it  may  organize  a  combination  for  the  purpose  of  effecting 
administrative  changes  ^  and  bringing  in  executives  who  are  competent  to 
bring  the  methods  of  the  industry  up  to  datec  From  within  a  coagDany  also, 
combination  may  sometimes  be  welcomed  as  a  means  of  securing  the  benefit 
of  more  competent  executives  from  other  enterprises,  and  as  a  means  of 
making  other  changes  in  the  personnel  of  the  administration  which  for 
legal  or  psychological  reasons  might  be  in5)ossible  under  the  existing 
organization. 

c.  To  co-ordinate  administrative  policy  for  the  industry  or  group  of  enter-- 
prises.  The  necessity  of  forrniUating  some  uniform  policy  for  an  industry, 
for  such^purposes  as  negotiations  with  the  government,  or  to  adopt  uniform 
methods  to  meet  foreign  competition,  or  to  prevent  over-production  and 
price  cutting,  is  sometimes  a  cause  of  combination?  the  first  informal 
conversations  often  leading  to  the  development  of  a  formal  association, 

or  to  periodic  conferences  of  the  leaders  of  the  industry. 

d.  To  exchange  data  and  e3q}erience. 

The  collection  and  dissemination  of  trade  statistics  and  the  exchange  of 
information  on  such  subjects  as  sales,  sources  of  supply,  methods  and 
standards  used,  has  been  increasing  in  recent  years  with  the  spread  of  a 
more  scientific  attitude  towards  business.  In  some  instances  it  has  proved 
an  incentive  to  combijoation  especially,  perhaps,  of  the  trade  association 
form.  It  is  possible  however  to  achieve  this  object  without  the  actual 
formation  of  any  degree  of  combination,  merely  by  the  friendly  exchange  of 
information  and  opinion^   In  some  cases  this  has  merely  found  its  expression 
through  the  Vanagement  Research  Group  movement ^  but  in  others  it  has  proved 
an  additional  incentive  to  the  movement  towards  direct  combination  between 
business  enterprises. 

4.  Production. 

The  objects  with  which  a  combination  may  be  formed,  in  an  endeavour  to  effect 
economies  in  the  productive  side  of  the  business  are  of  two  kinds,  those  con- 
cerned with  lowering  the  costs  at  which  materials  and  supplies  are  obtained, 
and  those  concerned  with  diminishing  the  costs  of  the  actual  manufacturing 
processes. 

a.  To  lower  costs  of  material. 

i.  By  eliminating  profits  of  middlemen. 

A  combination  which  results  in  the  direct  ownership  of  sources  of 
supply  of  raw  material  *  or  which  integrates  a  number  of  consecutive 
processes  under  one  control,  has  the  advantage  of  cutting  costs 
through  eliminating  the  profits  taken  by  middlemen  at  different 
stages  of  production.  In  the  case  of  raw  materials  such  as  cotton 
or  grain,  which  are  liable  to  natural  fluctuations  in  price  owing  to 
uncertainty  of  crops,  and  in  addition  to  the  speculation  of  middle- 
men, the  ownership  of  sources  of  supply  has  the  further  advantage  of 
preventing  the  manufaetxirers  in  question  from  being  affected  by 
violent  fluctuations  in  the  cost  of  primary  materisas.  An  assured 
and  steady  supply  of  materials  or  of  component  parts,  to  enable  more 
accurate  schedulixig  of  production  and  eliminate  wastes  either  of  idle 
machinery  or  of  excessive  stocks  ^  is  another  object  which  sometimes 
brings  about  either  an  attempt  to  control  the  sources  of  supply  of 
materials,  or  the  formation  of  purchasing  associations c 

ii.  Access  to  alternative,  standardized  or  iii5)roved  materials. 

There  is  further  the  possibility  of  standardizing  the  sizes  and 
quality  of  the  raw  materials ^  and  of  eliminating  defects  which  are 
found  in  the  course  of  mamifactures  or  of  obtaining,  ihiough  control 
or  agreement ^  access  to  alternative  materials «  An  instance  of  a 
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combination  developed  with  the  object  of  improving  raw  materiale  is 
found  in  a  soall  fr>ji.it  packing  and  importing  corporation  in  New  York 
which  boiight  up  a  date  plantation  in  Basra  with  the  object  of  experi- 
coentin^  in  iaoproving  the  sis*  and  quality  of  the  fruit. 

ill.  Special  terms  for  bulk  purchases. 

The  discounts  which  may  be  obtained  for  large-scale  purchasea,  and 
espe.iially  in  the  case  of  a  gioarantced  pw  chase  of  the  whole  of  a 
producer's  stocke,  are  a  further  incentive  to  combination  between 
enterprises  using  the  same  materials.  Sosie  of  the  modern  chain  store 
combinations  base  their  successes  mainly  on  the  economies  of  mass  pur- 
chasing. These  are  found  not  only  in  the  possibility  of  obtaining 
quantity  discounts,  but  also  through  the  establlshmeat  of  a  more  wide- 
spread and  highly  skilled  purchasing  organization  that  would  be 
possible  for  the  individual  enterprise.  Tliese  oaiie  reasons  have 
caused  the  growth  of  associations  for  joint  purchasing  alone. 

b.  To  lower  costs  of  maaufact'ors. 

i.  Simplification. 

There  are  a  nximber  of  economies  connected  with  the  actiial  process  of 
manufacture  which  loay  be  effectted  as  a  result  of  combination.  One  of 
these  is  the  simplification  of  the  nuniber  of  sizes  and  types  of  pro- 
ducts. Zspeclally  in  the  production  of  consumers*  conmodities  and  in 
an  industry  where  there  is  excessive  competition,  there  is  apt  to  be 
excessive  multipl 3  cation  of  varieties  of  the  finished  product  in  the 
atternpt  to  find  some  novel  attraction  with  which  to  sell  it  to  the 
wholesale  or  retail  dealer.  Through  combination,  whether  in  the  form 
of  agreement,  or  of  amalgamation,  it  is  ofter  possible  to  simplify  • 
and  to  reduce  the  number  of  sizes  and  types  of  products,  and  hence  to 
effect  the  economies  of  larger  scale  and  more  standardized  production. 

11.  Standardization. 

Besides  the  simplification  of  the  product „  a  further  object  of  combi- 
nation is  often  the  possibility  of  standardization,  which  means  an 
extension  of  the  use  of  the  sarne  sizes,  parts,  processes  or  methods 
over  a  wider  area,   Without  standardization  of  process,  mass  produc- 
tion, and  the  full  economies  of  machine  production  and  of  the  division 
of  labour  are  io^ossible,  and  agreernente  about  standards  are  thus 
especially  common  in  the  mass  production  industries.  As  within  the 
single  enterprise,  standardization  has  come  to  mean  the  adoption  of 
a  standard  best  method  for  every  dotail  of  production,  inclusive  of 
standards  of  performance  for  labour;  and  hence  combination  may  mean 
the  spreading  of  the  area  of  application  of  the  most  scientific  methods. 
As  within  the  industry,  or  group  of  allied  industries,  standardization 
ic  most  important  as  regards  such  questions  as  determining  dimensions 
and  qualities  for  raw  materials,  standard  parts,  etc.;  questions  which 
are  often  settled  through  trade  associations  or  similar  forms  of 
organization, (D 

111.  Specialization. 

Subsequently  to  the  formation  of  a  combination  between  enterprises 
engaged  in  similar  types  of  production,  there  arises  the  possibility  of 
specialization,  that  is,  where  the  handling  of  particular  products,  or 
sizes  of  products «  or  the  conduct  of  particular  processes  is  unified  in 
a  single  enterprise  or  series  of  enterprises.  A  common  form  of  speclal- 

0  cf .  Harvard  Business  Review,  Vol.IZc  Nod,  October  1923,  p. 87.  "It  has  besn 

estimated  that  the  adaptid&  of  dimensional  standards  in  tne  aitomobil^  industry 
for  Instance,  entailed  a  saving  of  $750,000,000  In  1920  alona."  Blchard  Arnold 
May:  "The  Trade  Association  and  Its  place  In  tha  businass  fabric «" 
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Ization  is  vhere   certain  factories  take  over  the  production  of  particular 
parts  of  a*  product  0  and  othfcT=«' cone*!ntraie  solely  6n  the  assembly  of^tlia 
flalshed  article.  Another  type  of  specialization  is  whers  the  combinad 
•nterprlsss  ware  previously  each  making  a  full  line  of  products,  for 
axasple  of  agricultural  la^lements^  and  subsequently  each  specializes 
on  the  production  of  a  single  type  of  in5)lement.  The  economies  which 
result  from  specialization  are  chiefly  those  of  larger  scale  production, 
slii5>llfication  of  management  problems,  better  scheduling  of  production, 
and  greater  specialization  of  administrative  and  of  workers'  skill. 

1y.  Concentration. 

Concsntration  of  production  goes  one  step  farther  than  specialization, 
In  that  it  also  Involves  the  elimination  of  previously  existing  units 
or  activities.  It  is  perhaps  most  common  in  industries  where  there  is 
over-production,  and  where  combinations  are  formed  with  the  object  of 
concentrating  production  in  the  most  efficient  factories  and  closing 
the  least  efficient.  Sometimes,  however,  the  object  is  not  the  closiag 
of  a  factory,  but  merely  to  concentrate  particular  processes  or  particular 
business  activities,  as  for  exaiqple,  where  two  research  laboratorias  are 
amalgamated  in  one,  or  a  single  central  legal  department  set  up  to  take 
over  the  work  previously  done  by  several  independent  departments. 

Y.  Facilitation. 

Facilitation  is  here  used  to  mean  the  adjustment  of  difficult ies  at  any 
stage  in  the  total  chain  of  productiwe  operations.  For  instance,  combi- 
nation may  be  formed  with  the  objsct  of  preventing  shortage  of  supply  at 
any  stage,  or  to  prevent  difficulties  in  maintaining  a  steady  labour  * 
force,  due  to  seasonal  fluctuations  in  the  trade.  Another  object  may  ba 
to  Integrate  production  so  as  to  adjust  the  output  more  accixrately  to 
meet  market  demands,  and  prevent  the  accumulation  of  excessive  stocks. 
In  other  cases  combination  may  be  with  the  object  of  utilising  waste  ay 
by-^products ,  by  the  creation  or  acquisition  of  an  enterprise  which  can 
employ  them. 

Yi.  Promotion  of  Scientific  or  Technical  Besaarch. 

The  possibility  of  increased  •;5)andltura  on  research,  or  of  tha  pooling 
of  existing  research  facilities,  is  often  mentioned  as  one  of  the  objects 
of  combination.  Undoubtedly  technical  and  cornasrcial  research  are  an 
important  part  of  the  work  of  trade  associations  and  the  like,  and  many 
such  combinations  now  spend  large  sums  for  this  purpose.  A  recent  American 
writer  has  however  expressed  the  doubt  as  to  how  far  their  formation  has 
actually  been  affected  by  this  objeetiveoji   Though  not-  often  a  primary 
cause  of  combination,  however,  this  may  sometiiues  be  an  additional  IncentiYs. 

Yil.  Zzchange  of  Patents. 

The  pooling  of  patents  in  an  industry,  and  especially  where  rival  fima 
hold  patents  which  block  one  another,  is  a  frequent  object  of  trade  asso- 
ciations and  cartels,  and  sometimes  even  of  the  con^lete  purchase  of 
enterprises  holding  matually  valuable  patents, 

Ylll.  Collective  Bargaining. 

Finally,  combination  may  have  as  its  object  the  negotiation  of  agreements 
with  labour.  In  coiontries  where  labour  is  orgacized  in  national  unions 
this  is  frequently  met  by  the  organization  of  the  enq;>loyer»  m  an  indue  try 

5  "Tha  inquiries  I  have  been  able  tcrmfifcrS[oagTMr'Unrhave  indicated  that  in 
raw  cases  If  any  have  anticipated  economies  in  researcjh  been  prominent  in  the  minds 
of  the  promoters,  at  the  time  of  eonso^Ada^iono^  but  certainly  in  many  cases  central 
laboratories  and  statistical  unit*?  have  been  developed".  Z.C.Dickinson  "Besaarch 
and  Development  Activities  of  Busineis  Organ izatr onf** ,  Ame?iean  Management 
Association,  1928. 
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on  a  natioaal  scale.     SOiaeMaes,  howeye^,  thie  leads  nolj  to  industrial 
a^ree-oeutft.    or  car tel.llzation,   't)ut  to  local  cOiiil^-inai  ion*  between  employtra 
for  the  piiT'pose  of  a^reeia^  as  to   the  pric«  to  "be  p^ld  for   labour  in  the 
districte 

5.  DlstributloaM 

Finally,   come  those  combinations  whidi  are  form«d  with  the  ©"bject  of  achitvixx^ 
economics   in  «elllne,,   advert isinti,   or  any  oth^r  branch  of    the   total  function  of 
distrib'ition. 

a.  To  lower-  costs  of  distribution. 

i.   Specialisation, 

Parallel  to  the  econooiies  ot    Mpeclaliz^^^lon  in  production  ar«   those  of 
the  specialization  of  J.iBt3?ibutiTe  units.     Such  may  be  the  setting  aside 
of  certain  branches »   offices  or  departments  for    80;ae   single  aspect  of 
the  total  distribdtj ^e  process  or  the  allooation  of  smaller  areas,  or 
fewer  products   to  salesiaen^    so  that   they  may  obtain  a  niore  specialized 
and  intensive  knowledge  of  their  ^oods,  markets,  and  methods, 

ii. Concentration, 

Two  enterprises  which  have  selling  ^^"^'-^SleiS-ift®  same  locality,  or  the 
same  foreign  country »  may  be  able  to  reduce/ expenses  by  closing  one  of 
these  branches,  and  concentrating  all  their  business  into  the  other. 
The  economies  of  concentration  may  also  be  applied  to  staffs,  agencies, 
and  to  advertising;,  as  for  example,  if  the  same  advertisements  can  be 
used,  either  explicitly  or  iii5)licltly  to  advertise  two  products. 
Further,  if  competitors  combine  a  great  deal  of  unnecessary  and  purely 
competitive  advertising  may  be  eliminated. 

ill,  Economies  in  Transport. 

Combination  between  enterprises  in  different  pai'ta  of  the  country  may 
make  possible  economics  in  transport  c^riarges  tlirough  the  concentration 
of  production  in  factories  operating  close  to  the  distributive  area. 
The  system,  now  widely  adopted  in  some  industries  of  manufacturing  parte 
at  the  central  factory,  and  having  the  parts  assembled  with  the  finished 
product  at  scattered  factories  close  to  the  point  of  consuiqption  is  an 
exan^le  of  the  way  in  which  this  form  of  economy  may  be  realized  through 
combination. 

iv.  Elimination  of  ijiddlemen's  Profits, 

As  in  the  purchase  of  the  raw  material,  so  in  the  sale  of  the  finished 
product,  it  is  possible  to  reduce  costs  by  the  elimination  of  profits 
taken  by  the  middlesuui,.  A  result  of  the  tendency  to  combination  both 
among  producers  and  also  among  retailers,  is  to  eliminate  the  independent 
wholesale  distributor.  The  producer  aims  at  building  up  a  large  enough 
sales  organization  to  be  able  to  go  directly  to  the  retailer,  and  to 
warehouse  the  goods  himself  until  such  time  as  they  can  be  despatched 
to  the  retail  purchaser. 

b.  To  increase  distribution. 

i.   Collective  advertising. 

Besides  the  attempt  to  lower  tne  costs  of  aistribution,  oombinatlons  are 
also  formed  with  the  intention  of  increasing  its  amount  by  varloui  de- 
vices. Among  these  it  the  possibility  of  n^nnlng  an  advertising  caopaign 
on  a  far  larger  scale,  through  a  number  of  enterprises  comuining  to  ad- 
vertise their  products  together.  Sometimes,  one  product  is  used  to  adver- 
tise another  as  in  the  common  practice  of  enclosing  with  any  sale  an 
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advertisement  of  a  reS^ted  product  sold  by  the  same  coopany,  or  again, 
a  joint  advertising  campaign,  may  be  coMucted,  of  the  type  where  a  single 
advertisement  is  used  to  advertise  sevex^al  products p  such  as  the  <Xat 
More  Fruit'  can^aign.  Finally^  advertising  of  the  products  of  a  groiq)  of 
companies  may  be  of  an  'institutional'  nature.  This  emphasizes  the  name 
of  the  company  as  such,  and  its  sise  and  is^ortance  in  the  community. 
When  in  doubt,  a  buyer  will  usually  prefer  a  commodity  made  by  a  firm 
with  whose  name  he  is  familiar,  than  by  one  of  which  he  has  never  heard, 

il,  Zztension  of  sales  to  new  areas  or  new  classes  of  customers. 

Combinations  are  sometimes  formed  with  the  intention  of  increasing  sales 
by  utilising  the  sales  force  of  one  of  the  combined  units,  to  sell  the 
products  of  them  all  in  areas  which  had  not  previously  been  entered  by  the 
other  members.  Or  it  may  be  found  that  to  sell  the  products  of  the  combined 
conipanies  it  is  wox^th  while  to  establish  selling  branches  in  new  areaf ,  or 
to  new  tjpes  of  consumers,  whJeh  would  not  have  paid  if  selling  only  one  of 
%he  products*  .Ah  exas^le  may  be  quoted  of  an  enterprise  engaged  in  the  pro- 
duction of  cotton  goods,  and  selling  only  to  other  manufacturers ^  which, 
wUMag  to  establish  sales  direct  to  certain  classes  of  retailers,  combined 
with  another  producing  company  with  a  sales  organization  already  nerformini? 
this  function.  ^         ^^ 

iii, Increased  facilities  for  sales  research. 

By  combining  their  activitieg  a  number  of  enterprises  have  obviously  greater 
opportxmities  for  research  into  sales  possibmties.  By  unifying  the  anounts 
spent  on  research,  and  the  publishing  of  results  to  all  the  units,  the  ex- 
penditure goes  further.  The  circulation  of  sales  statistics  within  the  com» 
bination  facilitates  the  detailed  con^mrison  of  costs,  and  should  make 
possible  more  accurate  forecasts  of  sales.  This  applies  both  to  the  fore- 
casting of  general  economic  trends,  and  also  to  detail*  o7  classes  of  sales  ia 
particular  areas, 

c.  To  maintain  or  increase  selling  prices , 

Especially  in  the  case  where  the  combination  is  in  a  monopolistic  or  quasi- 
monopolistic  position,  profits  may  be  increased  not  by  increasing  the  effiei«ncy 
of  distribution,  or  by  increasing  trade  at  the  e35)ense  of  rival  producers,  but 
by  raisi^  the  selling  price.  Combinations  have  been  formed  in  many  branches  of 
industry  with  the  object  of  raising  prices,  or  in  bad  times,  of  preventing  them 
from  being  driven  below  a  level  which  will  cover  costs  of  production.  Some  of 
the  methods  by  which  this  object  mey   be  achieved  are  as  follows?- 

i,  Begulation  of  output. 

To  prevent  over-production  and  a  consequent  depression  in  prices  there  may  be 
an  agreement  to  limit  output,  either  by  restricting  workJ,ng  time,  for  example 
if  all  the  members  of  the  group  agree  to  work  a  four  day  week  instead  of  five 
and  a  half,  or  by  some  system  of  regulating  output  to  meet  current  demand. 
This  is  sometimes  done  by  pro  rating  the  output  of  each  member  according  to 
the  percentage  of  the  total  output  of  the  grotq)  produced  by  him  during  the 
previous  year,  but  without  limiting  the  total  production.  Hence  if  trade 
inproves  each  member  may  increase  his  output  ^  but  only  in  the  agreed  propor- 
tion. Production  in  excess  of  quota  is  usually  penalised  by  some  form  of 
cash  payment, 

iio  Limitation  of  output. 

In  other  cases,  the  actxial  amount  of  output  of  the  combination  as  a  idiole 
may  be  regulated  by  the  controlling  board,  or  by  agrasment  between  the  inde- 
pendent members  and  the  proportion  assigned  to  each  member  determined  either 
according  to  their  previous  ar-t-ual  production,  or  to  their  edacity  for 
production. 
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ill.  Allocation  of  markfts. 

Another  method  of  maintaining  prjce  it  hy  the  allocation  of  markets 
according  either  to  area?,  type  of  market,  or  according  to  products. 
This  meaua  an  agreement  to  leave  certain  parts  of  the  country,  cer- 
tain methods  of  distribution,  or  particular  products  to  specialized 
enterprises.  The  prevention  of  f os?#ign  Interference  in  a  domestic 
market  is  often  the  cause  of  International  cartel  agreements. 

It.  Jixing  of  priceso 

Finally  come  direct  agreements  as  to  prices  to  he  charged.  Such 
agreements  are  common  in  differing  forms  in  many  branches  of  industry. 
They  vary  from  the  informal  agreement  between  competitors  to  notify 
each  other  of  any  anticipated  change  in  prices,  to  the  submission  of 
the  fixing  of  all  prices  to  a  central  board. 

C.  lai'BCdS   OF  COIiGIlIATXOl?. 

After  this  description  of  the  possible  types  and  objec^9  of  combination,  comes 
the  question  as  to  what  methods  are  adopted  by  the  enterprises  involved  in  the 
process  of  actually  creating  the  combi nation.,  Some  common  machinery  through 
which  the  intended  objects  may  be  achieved  must  be  set  up,  and  certain  guiding 
principles  established  for  its  operation.  This  may  be  made  clear  by  consider- 
ing the  way  in  which  coordination  is  effected  i^  each  of  the  chief  functions 
of  the  business  in  turn, 

Tiiere  are  three  chief  methods  by  which  financial  connections  may  be  estab- 
lished within  combinations.   The  relationship  may  be  either  In  the  nature  of 
a  subscription  to  some  common  fund,  or  of  a  sharing  out  of  profits ^  or  there 
may  be  an  adjustment  of  the  financial  ownership  of  the  combined  enterprises. 

a.  Subscribing  Helatlon, 

1.  yixed  Sumji^   The  simplest  form  of  a  subscribing  relation  is  where 
each  enterprise  pa^'S  a  fixed  ann^ial  subscription  to  a  common  fund 
which  is  used  to  finance  the  central  ma<ihlnery  of  the  combination. 
An  example  of  this  Is  found  m  a  research  institute,  to  whose  support 
each  member  agrees  to  pay  an  annual  subscription,  and  in  return,  the 
services  of  the  Institute  are  available  to  them  without  charge. 

ii,  £2£centa^e^|_Undetanalned       Instead  of  a  subscription  which  has 
been  determined  beforehand,  the  constituent  units  may  agree  to  the 
payment  of  a  fixed  percentage  of  the  total  expenses  of  the  combination. 
It  may  be  arranged  that  at  the  end  of  the  year  the  expenses  of  the 
research  institute  ^  distributing  agency  -   purchasing  association  - 
or  whatever  It  may  be  -  are  to  be  divided  up  amongst  the  members. 
The  allocation  of  this  s\am  may  be  either  under  the  control  of  some 
body  set  up  for  the  purpose ,  to  which  the  members  submit  the  decision 
of  their  respective  liabilities,,  or  the  percentage  may  be  agreed 
beforehand,  each  member  contracting,  not  for  a  liability  of  a  fixed 
amount,  but  to  an  agreed  proportion  of  what  the  total  Is  found  to  be. 

ill.  Liability  for  penalty.   In  th^s  case  the  financial  relation  is  nega- 
tive rather  than  positiye.  That  is  to  say,  there  is  no  agreed  sub- 
scription, but  there  jg  an  agreement  as  to  liability  for  a  penalty  if 
certain  obligations  imposed  on  the  members  of  the  combination  are  not 
carried  out,  For  example  an  agreement  may  be  reached  by  a  number  of 
owner?!  of  coal  mines  with  regard  to  the  limitation  of  output   The 
quota  for  each  mine  Js  determined  in  the  agreement  and  there  may  be 
further  imposed  a  penalty  in  the  form  of  a  forfeit  to  be  paid  into 
a  ceLitral  f^ond  on  each  ton  of  coa3  ifcieh  is  produced  above  the  quota 


] 

»« 
^ 


X 


r 


J 


b.  Profit  Sharing  Reletion. 

i.  Cf  common  enterprise. 

Where  there  is  a  profit  sharing  relationship,  the  constituent  units 
still  remain  independent  from  the  point  of  view  of  ownership,  but 
tnltr  into  agreement  with  regard  to  some  part  or  to  all  of  their  profits, 
This  agreement  may  be  in  regard  to  the  pooling  of  the  profit  of  a 
common  enterprise  set  up  and  owned  by  the  combining  units,  or  of  the 
assembled  profits  of  these  units.  In  Vie  first  case,  an  instance 
which  sometimts  occurs  it  where  two  enterprises  trading  in  the  same 
country  are  cojigpeting  in  some  foreign  market.  With  the  intention  of 
meeting  the  competition  of  other  co\intrie«  aore  effectively,  or  at  any 
rate,  of  diminishing  the  costs  of  competition,  they  may  decide  to  set 
up  a  separate  compaiLy   to  take  over  the  business  of  both  of  them  in 
that  area,  and  to  share  the  profits  of  it  in  an  agreed  proportion,  A 
rather  different  type  of  profit  sharing  arrangement  is  found  in  the 
selling  association  where  a  central  organization  is  established  which 
takes  over  the  output  of  the  member  producers  at  a  fixed  cost  price; 
sells  at  the  best  market  price  obtainable  and  re-distributes  the  profits 
to  the  producers  in  proportion  to  their  sales  quotas  or  to  their  share 
of  ownership  of  the  association. j6 

ii.  Assembled  profits  of  Independent  enterprises. 

In  some  cases  a  contractual  agreement  with  regard  to  some  regulations 

of  trade,  as  for  Instance,  allocation  of  markets  or  price  agreements, 

li  further  enforced  by  an  arrangement  to  pool  all  or  part  of  the 
assembled  profits  of  the  co-nbining  enterprises. 

c.  Ownership  of  Principle  Relation. 

Finally  come  those  numerous  and  diverse  caoes,  where  the  method  of  financial 
combination  Is  through  some  adjustment  of  the  ownership  of  the  principle  of 
the  constituent  units.  The  differences  between  conbinatlons  as  regards  this 
adjustment  are  of  three  iclndsi  first  as  to  the  degree  of  control  held  by 
the  central  body  over  the  constituent  units,  next  as  regards  the  form  of  the 
financial  relationship,  and  finally  as  regards  the  method  by  which  It  Is 
acquired. 

I.  Degree. 

The  degree  of  financial  control  acquired  by  one  enterprise  over  another 
may  be  Infinite,  but  for  practical  purposes  three  distinctions  are 
Important:  where  there  Is  a  minority  holding,  that  Is,  the  proportion  is 
Insufficient  to  secure  legal  control  of  policy  (50^  or  less  of  the  votii^ 
rights  controlled);  majority  control,  where  the  proportion  le  insufficient 
to  secure  control,  but  there  are  also  other  owners  who  have  an  interest 
In  the  profits  of  the  business  (over  50^  but  less  than  lOOjL  of  the  voting 
rights  controlled)?  absolute  control  where  all  the  controlling  C£5>ital 
is  held  by  the  other  con5>any,  as  In  the  case  either  of  a  subsidiary 
coii5)any,  or  of  a  branch  which  has  no  legal  right  to  own  coital  In  Its 
own  name,  and  hence  Is  operated  as  a  part  of  the  parent  enterprise. 

ii.  For^. 

The  form  of  ownership  relation  may  be  either  where  there  Is  mutual  ownar- 
ship  of  principle  between  two  enterprises,  each  being  a  part  owner  of  the 
other,  or  where  one  has  some  share  in  the  control  of  another  or  groap  of 
other  enterprises. 

ill.  UetliOd. 

The  methods  by  which  one  enterprise  actually  acquires  the  control  over 
another  .nay  beg 

P  Compare  the  organization  of  the'^Hnisch-WestfillsZiLliriiSiUriii'dikat  A.G^ 
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( l)  Where  the  assets  are  purchased  either  for  cash,  or  in  exchange 

tox   shares  of  the  purchasing  company,  or  for  other  consideration, 
such  as  permission  to  use  a  patent  held  by  the  partner  enterprise, 

(ii)  Where  new  capital  is  created  hy  the  issue  of  shares  on  the  part 
of  the  purchasing  company,  or  "by  the  creation  of  a  new  financial 
entity  to  take  oy%T   the  assets  of  the  combining  units, 

2,  Administration. 

The  methods  by  which  combination  Is  achieved  in  the  financial  sphere  are 
generally  decided  at  the  moment  of  coming  together  and  are  only  altered  when 
any  alteration  is  made  in  the  fundamental  structure.  The  administrative 
methods,  however »  and  those  concerned  with  the  management  of  the  productive 
and  distributive  functions  are  often  more  gradual  in  their  application,  and 
control  is  achieved  rather  as  the  result  of  a  slow  process  of  penetration 
than  at  the  result  of  a  particular  organizational  change  made  at  the  time 
of  combination „   This  process  involves  problems  which  are  really  those  of  the 
current  administration  and  management  of  the  combination  and  which  have  to  be 
worked  out  individually  by  each  orgajaiiatlon  in  question.  Such  problems  are 
outlined  briefly  in  Section  IV  of  this  report,  while  this  section  deals  only 
with  the  obvious  changes  in  the  organization  of  the  administration  which  are 
brought  about  in  an  attempt  to  coordinate  policy,  at  the  time  the  combina- 
tion is  formed o 

.  a,  Exchange  of  Directors  between  Independent  and  autonomous  controlling 
Boards, 

Where  the  enterprises  which  control  the  combination  are  Independent  as 
financial  entitles,  administrative  contact  is  sometimes  made  through  the 
election  to  each  board  of  a  director  from  the  other  company^  The  Directors 
so  appointed  have  the  twofold  duty,  of  being  able  to  keep  the  interests  of 
their  original  company  before  the  Board,  and  also  of  bringing  back  reports 
of  meetings,  and  so  keeping  their  original  Directors  In  touch  with  new 
policies  as  thny  are  adopted  by  the  other  member  of  the  coabijwitlonc 

b.  Relationships  between  the  administration  of  a  controlling  coagpany  and  its 
constituent  units. 

Where  there  is  a  financial  connection  between  two  companies  in  the  sense 
of  one  holding  a  substantial  interest  la  the  other,  tome  of  the  ways  in 
which  the  parent  QompaJCLy  may  keep  some  checic  over  the  administration,  are 
as  follows;- 

i.  By  the  representation  of  the  controlling  board  on  the  boards  of  the 
constituent  units, 

A»  in  the  case  of  the  exchange  of  Directors  between  independent  com- 
panies, a  Director  is  appointed  to  keep  the  parent  company  in  touch 
with  the  administrative  proceedings  of  the  controlled  company.  The 
choice  of  an  executive  to  fill  the.  post  varies^  some  companies  having 
a  special  officer  or  Director  who  represents  them  on  the  boards  of 
all  related  companies ^  in  other  cases  it   may  be  the  Director  or  execu- 
tive respoasibl*  In  the  parent  coinpany  for  the  activities  in  which  the 
constituent  onlt  Is  specially  concerned.  In  the  case  where  the  con- 
trolling company  do  not  have  coii5)lete  ownership,  and  where  ixaportant 
outside  interests  are  represented  on  the  ?oard  of  the  associated  com- 
pany which  may  conflict  with  the  interests  of  the  controlll.-^  conqpany, 
the  number  of  Directors  appointed  b.y  the  controlling  corqjany  is 
usually  in  direct  proportion  to  the  degree  of  stock  ownership,  so 
that  if  questions  are  brought  to  a  vote,  the  full  force  of  the  company's 
control  may  be  represented. 
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11.  JEtepreaentatlon  of  related  Boards  on  Controlling  Board. 

SometimeB  the  opposite  course  is  pursued,  and  Directors  of  the  sub- 
sidiary coiqpanies  are  elected  to  the  board  of  the  parent  coiq>any,  so 
that  they  may  have  a  share  In  framing  the  main  policies  of  the  combi- 
nation. In  the  ease  of  Important  foreign  related  cfiqpamles  the  posi- 
tloE  of  Director  is  sometlixteft  given  to  the  head  of  the  coopany  as  a 
more  or  less  honorary  dlBtlnction,  since  in  practice  there  Is  little 
chance  of  his  being  able  to  attend  meetings.  This  method  Is  however 
also  used  to  gain  the  benefits  of  the  advice  of  members  of  the  boards 
cf  merged  conqpanies,  and  to  enable  them  to  keep  In  touch  with  the 
discussions  and  decisions  of  the  parent  coiq)any.  Again,  the  exchange 
may  be  in  both  directions,  tut  in  all  eases  the  details  are  determined 
to  a  great  extent  by  the  iaportance  of  the  spheres  of  control  of  the 
administrative  boards  involved. 

ill.  Written  Reports, 

There  may  be  no  mutual  personnel  on  the  boards  of  the  coopanies  which 
make  up  the  combination,  but  contact  may  be  maintained  by  the  exchange 
of  minutes  of  meetings,  and  of  reports  of  coo^any  policies  and  results. 

c.  Sstabllshment  of  a  unified  controlling  Board. 

Finally  come  those  cases  where.  Instead  of  arrangements  being  made  to  keep 
the  various  administrative  boardt  in  touch  with  one  another  control  of  the 
policies  of  the  combination  is  centralized  as  far  as  possible  in  a  single 
board. 

1.  Degree. 

The  degree  to  which  It  is  possible  to  centralise  administrative  control 
of  the  combination  necessarily  varies  with  technical  considerations. 
In  some  eases,  as  for  example   where  problems  of  planning  are  slaqpllfled 
by  production  being  highly  standardised  and  distribution  is  in  bulk 
scdes  to  other  producers,  administrative  problems  are  few.   It  may  then 
be  possible  to  centralise  policy  control  corqpletely  and  leave  to  eon-° 
stituent  units  only  the  actual  supervision  of  the  cherrying  out  of  these 
policies.  In  other  cases  while  there  may  still  be  only  one  administra- 
tive board,  in  practice  many  administrative  decisions  may  be  left  to 
single  executives  in  charge  of  special  functions  or  of  particular  local- 
ities, or  to  specialized  coomittees. 

11.  Method. 

The  method  of  establishing  a  central  administration  may  be  either  by 
using  an  existing  Board,  or  by  creating  a  new  one  which  usually  contains 
representatives  of  the  chief  msmbers  of  the  Boards  of  the  combined  com-* 
panics.   In  some  Instances,  where  coa^any  law  makes  necessary  the  formal 
existence  of  an  administrative  board  for  each  unit  within  the  combina- 
tion, it  is  often  found  that  only  one  of  these  is  performing  any  real 
administrative  functions,  the  work  of  the  remainder  as  Boards  being 
limited  to  the  formalities  necessary  to  cozsply  with  legislation. 

3.  Production  and  Distribution. 

▲t  the  time  of  the  formation  of  a  combination,  and  during  the  subsequent 
period  when  its  organization  is  being  developed,  the  question  as  to  the  advisa- 
bility of  effecting  some  degree  of  coordination  in  each  of  the  main  operating 
functions  has  to  be  considered.  For  each  function,  a  complex  of  differing 
technical  and  psychological  problems  determines  this,  (riven,  however,  that 
some  economic  advantages  prompt  the  promoters  of  the  combination  to  aim  at 
coordination  of  some  of  these  functions,  this  may  be  effected  either  (a)  by 
the  creation  of  a  new  functional  unit?  (b)  by  the  establishment  of  relation 
ships  between  existing  functional  units,  or  (c)  by  the  centralization  of  the 
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function,  and  the  elimination  of  surplus  operating  units o 

a.  Creation  of  a  new  f^jinotional  unit, 
i.  Secretarial, 

Pirat  there  is  the  case  where  a  new  unit  1»  created  to  carry  out  the 
purpoaes  of  the  comhiTaatloDc   If  the  form  takec  by  the  combination  is 
simply  that  of  periodic  conferences  "between  executives,  or  of  the 
Bygtematic  exchange  of  Information,  this  unit  may  simply  he  a  secretaf- 
lal  off ice f  to  facilitate  these  services. 

li. Research. 

Still  without  effecting  a»y  change  in  the  orgaaization  of  the  conttl- 
tuent  \inits,  the  central  f^Jinctlonal  unit  may  perform  activities  of  a 
research  nat^Jire  only,  such  as  the  collection  of  Information^  investi- 
gation of  special  problems,  study  of  general  business  trends,  and  so 
forth. 

iii  e  Coordinative . 

The  central  unit  may  hav«  the  function  of  coordinating  the  activities  of 
other  units  engaged  in  the  same  type  of  activity,  of  preventing  coometi- 
tion  or  overlapping  of  activities,  and  standardising  methods  and 
materialSo 

^  iv.  Executive, 

rinally,  the  central  unit  may  3tj,«if  perform  executive  functions,  as  in 
the  case  where,  without  the  elimlna^-^on  of  the  purchasing  depaxtments 
of  the  constituent  units,  a  central  office  U   set  up.  to  place  contracts 
for  certain  commodities  which  are  needed  by  several  of  these  units,  and 
which  can  be  purchased  more  cheaply  on  a  large  scale c  Another  conmon 
instance  is  where  »r»8titutional'  adverts eing  (of  the  combination  as 
opposed  to  advertising  of  particular  oni ta  or  commodltiee)  or  general 
trade  advertisxng,  is  ^Jarried  out  centrally,  while  the  existing  depart- 
ments still  carry  out  the  same  sectional  advertising  as  before. 

b.  Establishment  of  relationships  between  existing  functional  units. 

i«   Exchange  of  information. 

Connections  may  be  eotflbUshed  b*»tween  the  functronal  unite  of  a  combina- 
tion through  the  exchange  of  inf  onaatlon  by  cor-r-^spondence.   In  the  dis- 
tribution field  such  tuformatlon  a*  to  the  aalea  totals,  success  of 
special  types  of  sales „  or  of  advertising  campaigns,  is  often  given;  in 
the  production  function,  details  of  costs,  prices  quoted  for  materials, 
•nethods  and  secret  processes. 

iio  Discussion  of  conmon  problemso 

Arrangements  may  be  made  for  periodical  meetings  of  executives  engaged 
in  the  same  type  of  activity^  for  discussion  and  free  exchange  of  in. 
formation.  The  range  of  this  activity  varies  from  the  occasional  »get 
togetner'  meeting  to  encourage  a  friendly  spirit,  to  the  committee  with 
regular  and  frequent  meetings  to  discuss  special  technical  problems, 
such  as  the  working  of  a  new  machine  in  some  factory  which  is  experi- 
menting with  itp  and  the  possibility  of  introducing  it  throughout  the 
combination, 

iii.  One  unit  becomes  advisory  to  others o 

In  some  cases  the  central  functional  unit  is  given  certain  powers  over 
the  others.  These  may  include  the  power  to  issue  instructions  as  to 
standard  methods  to  be  used,  or  sometimes  the  central  unit  does  a  cer- 
tain amount  of  research  and  Inve^tTgatipr  into  various  functional  problems, 
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and  merely  issues  the  results  of  these  Investigations  as  recommendations 
which  the  constituent  units  can  adopt  or  not,  as  they  will. 

<*        e.  Centralization  of  certain  functions  and  elimination  of  surplus  units. 

Tinally,  in  many  combinations  it  is  found  possible  to  economise  overhead 
costs  through  the  elimination  of  existiisg  departments  and  staffs,  and  the 

•  cefttralizatioA  of  some  functions  into  single  central  departments,  e.g.  all 
distribution  is  put  under  the  direction  of  one  central  staff,  and  the  \inits 
which  previously  arraaged  for  the  sales  of  the  products  of  each  of  the  inde- 
pendent factories  are  given  up.  This  method  enables  the  possible  advantages 
of  combination  to  be  effected  in  any  particular  function,  but  it  is  not 
always  advisable  for  psychological  and  other  reasons  to  make  such  sweeping 
changes  in  the  organization  of  the  respective  combining  units,  as  it 
necessitates. 

V.  THE  SATtJHg  OF  THE  PHOBUBMS  INYOLYED, 

The  last  two  sections  will  have  shown  that  that  business  form  which  we  have 
called  the  'combination'  appears  in  many  different  roles  on  the  economic  sta^e. 
It  is  found  in  many  countries,  created  for  purposes  which  vary  from  the  institu- 
tion of  Joint  research  to  the  control  of  the  entire  market  for  some  product,  by 
persons  who  range  from  goTeraments  to  the  owners  of  small  independent  enterprises. 
It  assumes  many  different  legal  forms,  and  makes  use  of  Y^ry   various  methods  of 
administration  and  management  in  carrying  out  its  objects. 

Tet  in  spite  of  these  divergences,  there  are  some  problems  which  are  common  not 
perhaps  to  all,  but  to  very  many  combinations,  and  which  therefore  are  of  inter- 
est for  comparative  purposes.  In  investigating  the  practical  solutions  which 

*  have  been  attempted  to  such  problems,  it  is  best  to  consider  them  in  relation  to 
their  context »  that  is,  to  the  total  organization  situation  in  which  they  appear. 
This  will  be  attempted  in  the  studies  of  particular  combinations  which  it  is 
hoped  will  follow  this  report;  here  it  is  only  possible  to  suggest  what  is  the 
nature  of  some  of  the  more  obvious  and  more  general  of  such  problems. 

The  fundamental  characteristic  of  the  combiziation,  which  marks  its  difference 
from  other  forms  of  business  enterprise,  eoid  which  is  the  basis  of  its  peculiar 
organization  problems, is,  of  course,  that  it  involves  some  degree  of  centred 
organization  of  a  nuzniber  of  separate  operating  units.  The  major  problems  of 
administration  and  management  are  concerned  with  the  establishment  and  mainte- 
nance of  the  correct  organization  relationships  between  the  constituent  units  and 
between  these  units  and  the  central  body.  Such  questions,  which  are  both  of  a 
technical  and  psychological  nature,  present  difficulties  for  which  a  permanent 
and  satisfactory  solution  has  not  yet  been  reached  by  many  of  the  existing  ^ 
combinations. 

A.  TEE  PROBLEM  OF  CEffTfiALIZATION. 

Among  the  most  common  of  the  organization  problems  which  are  found  is  that  of 
the  degree  of  centralization  of  control  which  the  central  body  should  main- 
tain over tui constituent  units.  This  problem  is  seen  most  clearly  where  there 
are  no  legal  or  financial  factors  preventing  comp).ete  centralization  if  it  is 
desired.  The  problem  is  really  twofold,  first  as  to  the  advisability  of  cen- 
tralizing the  administration,  or  the  control  of  policies;  and  second,  as  to  the 
centralization  of  the  management  of  each  of  the  chief  fimctions.  These  do  not 
necessarily  go  together,  and,  indeed,  it  is  sometimes  found  that  in  cases  where 
there  is  the  highest  degree  of  central  control  of  policies  the  actual  carrying 
out  of  such  policies  is  entirely  decentralized. 

!•  Of  administration a 

Some  of  %he  chief  methods  of  coordinating  administrative  policy,  through  the 
exchange  of  directors ,  oS  the  establishment  of  a  central  board,  have  already 
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^een  gioggefitcd.  Naturally,  where  this  is  posflihle  legally,  there  Is  a  tendency 
for  a  faJ.xXy   close  t^eotral  control  of  policiee,,  though  this  may  sometjjnes 
originate  rather  with  a  single,  or  wl+h  a  small  group  of  •xecutl'^es  than  with 
the  "board  vhich   theoretically  hae  the  admiuVetratl'-'e  power.  Such  centralised 
control  Ip  facil:ttated  "hy  modern  iiaprowera«n*9  In  communicat1«Mlt  Buch  ae  the 
use  of  the  t«legraph  and  long  distance  telephone  la  huBinesS;,  and  "by  i.ji5)rove- 
ments  in  m«mag*ment  methods  such  ae  stan.daTdi-Jation  of  ai'icoxwiting  and  costing 
forms 8  and  hy  th«  introduction  of  control  through  "budget  forecasts, 

▲  fux-thex  reason  for  the  central 3.«ati on  of  administration  is  the  fact  that  in 
a  large  comhination  the  oombined  resources  often  enable  the  establishment  dl 
certain  special  funotlons  which  are  reaJ.ly  aids  to  the  administration,  for 
example,  a  legal  or  an  economic  and  statistical  research  department^  and  if 
such  activities  existed  before  they  are  often  centralized  at  the  time  of  com- 
clnationc  WUh  such  technical,  adviee  a^aJlahle,  and  with  the  Information 
gatheied  from  all  parts  of  the  r.omhVnatioa  the  central  hoard  is  better  able 
to  frame  fair  sighted  policies  than  are  the  local  executives   On  the  other  hand, 
however  J.  some  combinations  &xm  at  decentralisijog  administrative  control  as  far 
as  possible,  with  the  objer.t  of  pTev«ntlng  the  executives  in  charge  of  the 
various  \mlts  from  losing  ^helr  initiative  and  iesponsibillty  for  their  parti- 
cular section  of  operations.   The  central  administration  must  determine  poli- 
cies which  affect  the  combination  as  a  whole-  9uch  as  the  initiation  of  cor- 
porate activities  like  joint  advertising  or  joint  purchasings  but  there  art 
many  type?  of  policies,  such  as  the  adoption  of  a  new  line  of  products  by  one 
unit  J  or  the  general  lines  of  a  sales  campaign  or  the  introduction  of  new 
.  methods  of  wage  payment  which  may  either  be  decided  centrally  or  not  .  In 
some  eases  the  criterion  adopted  Is  a  financial  one,  as  where  policies  In^ 
volvlng  new  ejqpendature  over  and  above  a  certain  fixed  amo\int  have  to  be 
referred  to  a  central  body.   In  the  case  of  combinations  where  the  legal, 
ownership  rests  with  the  constituent  nuoitc  the  problem  of  the  centralization 
of  administration  arises  just  the  same,  only  In  this  ca'^e  it  is  a  question  of 
the  delegation  of  powers  to  instead  of  awa^-  from  the  central  body. 

2o  Of  hlaiia^ementa, 

The  question  as  to  whether  to  centralise  the  actual  operation  of  the  various 
finijcions  of  the  Ir.-.p me « s  Is  equally  iiiipo.vtant  to  the  success  of  the  viOmbina" 
tior'o   In  the  case  of  eat-h  fuii^^.tion  It  has  to  be  d«teirained  whether  the  con-- 
stltuent  'ujoi  tft  «ihall  be  left  free  to  manae,e  them  according  to  their  own  methods, 
and  subject  only  to  whetc^-er  central  policies  may  have  been  determined?  or 
whether  certain  c^ntval  departments  shall  be  specialized  as  advrsory  to  the 
others,  and  with  powers  to  coo.rdlniawe  the^^  ai^tivities:  or  again  whether  the 
f^An^^loii  sha'i..''  bt  conceDtra<^ed  in  one  sien.vral  department  ,  and  *"he  other  depsirt- 
raents  eliminatedo   Such  probieras   m  parti rpiiar  cases ;  certainly  depend  on 
personal  considerations.   If  an  executive  has   made  a  success  of  a  sales  cam- 
paign throigh  personal  contacts  It  might  be  a  disastrous  mistaice  to  dictate 
a  new  sales  policy  from  the  eiintral  office  even  though,  technically  it  appeared 
advantageous.   There  are  always  spe^.ial  local  conditions  which  make  central!" 
aation  more  difficult  than  would  sqppear  from  purely  theoretical  considerations. 
In  spite  of  these  spealal  factors^,  perhaps  the  determining  factor  in  deciding 
the  er».Qnomlc  advantages  of  central  :».2£tion  are  the  technical  qualities  demanded 
by  each  fixnr.tion  i.n  .relation  to  the  activities  of  the  particular  business  in 
questioiic   The  experience  of  some  combinations  which  have  tried  to  centralize 
certain  functions  and  subsequently  decentrailitd  them  again  points  to  the 
proposition  that  there  is  a  certain  stage  beyond  which  centralization  of  any 
partimxlar  fimction  dirainishe^si  efficlencyo  This  stage  where  the  central. izat ion 
of  too  maruy  ivjiv;*  ha?  resulted  in  in.^reasing  the  size  and  complexity  of  the 
central,  unit  till  it  becomes  inefficient ^  is  difficult  to  define.-  although  it 
is  easily  recognisable  in.  the  increase  of  red  tape  in  an  organization-  the 
overworking  of  exeautives-  and  the  difficulty  of  getting  quick  action  at  the 
local  branches  in  matters  whi'ih  have  to  be  referred  to  the  central  office. 
The  stage  probably  differs  a*  between  different  function*. 
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SosM  of  the  various  factors,  whichp  in  relation  to  the  technique  of  each 
fuactiont  help  to  determine  whether  it  shall  be  centralized  or  not,  ares- 

a.  The  degree  of  technical  knowledge  required„3for  example,  the  legal  function 
is  more  often  centralized  than  the  production  function. 

b.  How  far  personal  contacts  are  involved  either  with  consumers  or  workers, 
since  all  such  relationships make  methods  more  difficult  to  standardlzse 

e,  Ind  finally  whether  it  is  Important  for  bargaining  purposes  for  the  com- 
bl&atJ^A  to  bt  able  to  i^ptar  as  a  unit,  as  frtqutntly  is  tht  cast  in  the 
purchasing  fxinctiono 

This  qutstion  of  the  most  economic  size  of  unit  which  each  function  should 
achieve  through  growth  or  through  combination  with  other  corresponding  func- 
tions is  of  great  ln5)ortance  from  the  point  of  view  of  finding  out  tht  best 
theoretical  form  of  organization  for  any  business  unit«  The  ejperience  of 
combinations  in  this  direction  can  throw  somt  light  on  It,  though  as  ytt  no 
accuxatt  comparisons  can  bt  atttmpted  owing  to  the  lack  of  any  exact  units 
of  otasurtmento 

B.  COMMITTEES. 

Thtre  are  certain  special  functions  for  which  committees  or  conferences  can  bt 
ustd  in  tht  organization  of  tht  combination  which  would  not  bt  so  handltd  in 
tht  cast  of  tht  unit  busintss.  In  many  casts  the  meeting  of  extcutivts  through 
somt  form  of  controlling  or  coordinating  committee  is  an  important  method  of 
unifying  tht  inttrtsts  of  a  group  of  companies-  In  the  first  place,  there  is 
tht  cast  whtre  the  committtt  is  tht  combination,  that  is  to  say  tithtr  tht  com- 
bination was  formtd  with  tht  objtct  of  gttting  executives  together  to  discuss 
BRitual  probl«ns  or  to  carry  out  s(xne  definite  policy ^  such  as  to  fix  prices,  or 
whtrt  somt  ctntral  machinery  is  set  up,  such  as  a  purchasing  association,  its 
policies  may  bt  dttermintd  by  ptriodical  mtetings  of  tht  represtntativts  of  tht 
participating  tnterprlseso 

Committees  are  somttimts  ustd  as  a  mtaas  of  obtaining  the  cooperation  of  tht 
extcutivts  of  tht  constituent  units  in  tht  determination  of  policies.  Examples 
are  found,  after  the  establishment  of  a  comoixiatlonc  of  the  co-option  of  ext- 
cutivts of  tht  Bubsidiarits  not  only  on  to  the  main  controlling  board,  but 
also  on  to  committees  responsible  for  framing  policies  and  coordinating  the 
activities  of  particular  fiinctions,  as  for  txaiqplt  tht  fairly  common  produc- 
tion or  optrating  committtt  which  dtals  with  produvjtion  problej^,  Si-^ilarly, 
coomittets  dtaling  tithtr  with  local  or  with  functional  affairs,  curt  found  in 
tht  local  branchts  of  a  combination.  Minutts  of  tht  discussions  of  such 
committtts  art  somttimts  stnt  to  a  ctntral  off let  official,  or  ptrhaps  a 
travtlling  rtprtstaiativt  takts  his  plact  on  tht  committtt  with  the  object  of 
kttplBg  htadquarttrs  in  touch  with  local  affairs  and  with  local  tztcutivts. 

An  inttrtstiag  ust  of  committtts  was  found  in  one  large  and  scattered  combi- 
nation in  the  United  States,  whtrt  they  were  adopted  as  a  means  for  bringing 
about  cooptrativt  action  on  tht  part  of  txtcutivts  engaged  in  similar  functions 
at  the  constituent  units.  This  corporation,  which  had  a  tradition  of  rivalry 
and  lacJc  of  cooperation  on  the  part  of  the  various  operating  units,  and  liiere 
the  central  board  followed  a  policy  of  decentralization,  for  a  long  time  re- 
mained for  practical  purposes,  a  group  of  juLmost  indtpendent  units.  To  bring 
about  some  of  the  advantages  of  cooperative  action ^  the  central  office  set  up 
various  functional  committees  to  which  the  constituent  units  were  invited  to 
send  rtprtstntativts.  Primarily  for  tht  exchange  of  information,  and  tht 
diseaesion  of  various  ttchnical  problems,  these  committee*,  Ithe  chief  of  which 
wtrt  conctrntd  with  salts,  gtntral  purchasing,  technical  matters  and  tht 
probltm  of  the  works  manager j,  gradually  assumed  more  powers,  until,  fijjaAlly, 
yarious  central  office  departatnts  wtrt  stt  up  to  carry  out  ctrtaln  activi 
tits  which  had  aristn  out  of  thtlr  dtclsions.  These  departntnts,  which  dtal 
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with  »uch  queistioiis  a?  the  JMsgotlations  of  genera}   purch&s*  contracts, 
Joint  marketing  research,  and  wlthqpecial  prohleais  of  standardization  and 
classification p  are  iospt  under  the  periiianeiit  supervision  of  the  Couaaittee. 
This  is  an  example  of  how  the  cOi^mittee  method  caiA  be  used  as  a  laesuis  of 
"building  up  cooperative  activities  in  a  particularly  diverse  combination. 
The  psychological  advantage  of  8U3h  a  mftthod  is  that,  unlike  the  forcible 
introduction  of  cooperative  activates  by  the  chief  executive  or  central 
board,  It  does  not  detract  from  the  responsibility  of  executives  in  charge 
of  constituent  units,  or  In  any  way  limit  their  initiative. 

C.  THE  rn>E  OF  OfiGiUIZATION, 

A  furtl  ev   factor  which  hae  an  iisportan^  effect  in  determining  the  success  with 
\'Lich  a  combination  opera^^-eR  Is  the  t;o2£  of  organieati.on  adopted.  On  what 
pxinciplq  shall  the  responsibility  for  the  various  activities  of  the  businest 
be  divided  among  the  perponnel?  There  are  three  ways  in  which  one  activity 
Ciiffers  from  another  In  the  combinations 

1,  There  is  the  difference  of  function,  for  example  between  the  processes  of 
producing  or  of  selling  the  prod-act; 

2.  There  are  differences  la  the  product  handled,  At  where  both  activities  are 
of  a  distributive  nature,  but  one  is  tne  prooeas  of  selling  ejQ)loslve8, 
and  the  otner  of  dyestiiffs; 

-  3.  Tliere  le  the  difference  of  place,  both  beirig,  concerned  with  the  distribu- 
tion of  dyestuffs,  but  one  being  I/',  the  United  States,  and  the  othei  in 
Germany. 

Corre&poaAlng  with  these  three  distinctions,  tuere  are  three  .liain  types  of 
orei^jaization,  th*^  functional  type,  the  co.unodlty  type,  and  the  territorial 
type.  In  the  first »  the  lines  of  function  cut  right  across  the  lines  of 
product  and  territory,  the  central  selling  department  laving  supervision  over 
the  sales  of  all  lines  undertaken  by  the  company  ia  whatever  part  of  the 
world  they  a.re  distributed,  and  otner  functioas  being  correspondingly  spec- 
ialized. This  form  of  orggialssatioa  tends  to  be  highly  centralized  in  Its 
nature,  most  real  control  l.tA   planning  of  work  being  done  from  the  central 
office,  and  where  activities  are  decentralized  they  are  fully  reported  back 
to  the  central  at'pc  rtiLent,  Most  common  perhaps  among  the  smaller  and  sixapler 
types  of  combination,  functional  orgaaizatione  are  Rtill  found  in  some  of 
the  largest  and  most  conxplex  types.  They  have  the  advantage  of  the  special- 
ization of  knowledge  and  experience  on   the  functional  problems,  and  enable  a 
closer  touch  to  be  kept  wtth  all  parts  of  the  organizations.  Tnen  a  new  unit 
is  added  to  the  business  each  function  within  it  has  the  benefit  of  a  great 
deal  of  collected  ejsperience  ia  dealing  with  similar  problems.  The  diffi- 
culties seem  to  include  a  tendency  to  the  overcrowding  of  work  ia  the  central 
departments.  To  briag  suoh  an.  <3rganlzatloa  into  being  involves  a  fairly 
radical  reorganization  of  the  cou^anies  which  have  entered  into  the  combiaatioa. 

In  the  commodity  t^pe  of  organl2atlon  the  grouping  of  responBibllities  is 
round  all  the  processes  connected  with  the  producing  and  selling  of  a  coaanodity 
or  group  of  commodities,  instead  of  oa  functional  lines.  Both  this,  and  the 
territorial  type  where  control  is  accordiag  to  the  area  la  which  operations 
are  being  carried  out,  lend  theiaaelves  to  a  more  decentralized  organization. 
They  are  some+imei  grouped  together,  and  known  as  the  'federal'  type.  The 
constituent  units  often  maintaJs.  almost  In  their  entirety  their  pre-existing 
organizations,  and  have  a  very  great  degree  of  autonomy,  while  the  central 
office  exists  for  coordination,  the  determination  of  general  policies  and  for 
research  and  advice  on  particular  problems  affecting  the  co.abl nation  as  a  whole. 
Even  in  such  eombina*"l:>r..f ,  ho/ever,  certain  oentrril  headquarter  departments 
are  sometimes  set  up„  either  an  advisory  to  the  local  units,  or  to  take  over 
the  actual  operatior.  of  eertain  functions.  One  sdvanta^-e  of  this  form  is 
that  it  is  easier  to  allocate  reeponaibi lity  for  a  particular  section  of 
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operatioas  aad  hence  to  measure  and  reward  special  efficiency  oa  the  part  of 
executives. 

The  partltnilar  circumstances  of  each  combination ^  the  type  of  relation  between 
the  products,  the  history  of  the  way  in  which  it  has  been  formed,  V.ie 
intelligence  of  the  executives,  the  existing  form  of  organization  of  the  com- 
bialng  uaits,  and  a  hundred  other  factors,  all  contribute  to  making  the  orga- 
alzatloa  problems  of  any  particilar  combination  unique.  Only  when  all  these 
factors  have  been  taken  into  coasideration  can  it  be  decided  la  each  case 
what  is  the  best  form  of  organization,  and  how  far  it  is  advisable  to  bring 
it  into  operation  Immediately  or  gradually. 

D.  PfiOBLSLIS  OF  I'SBSOWSSL  MANAOF,?rfelJT . 

1,  lExecutive  Incentives. 

One  of  the  many  criticisms  which  have  been  levelled  at  the  large  combina- 
tion as  a  system  of  orgaaizatioa  is  that  it  checks  initiative,  and  that  the 
lacentive  to  Individual  effort  is  far  less  for  the  salary  earaiag  executive 
thaa  for  the  owaer  of  the  small  busiaest  whose  own  prosperity  is  entirely 
bound  up  with  its  success.  To  provide  the  requisite  incentives  to  executive 
efficiency  presents  a  real  problem  within  the  combination,  and  it  is  oiie 
which  ha«  received  coasiderable  atteation.  ▲  aumber  of  schemes  have  beea 
started  whereb:  the  executives  are  givea  some  chare  in  the  profits  of  the 
coo^aay  la  addition  to  their  normal  incentives  of  salary  and  a  chance  of 
promotion. 0   In  some  i^cheues  a  share  In  the  total  profits  of  the  combi- 
nation is  divided  among  the  executives  ia  proportion  to  their  salary;  In 
other  cases  according  to  what  is  believed  to  be  their  individual  merits, 
this  being  determined  in  some  cases  by  the  controlling  body,  in  others  by 
the  chief  executive.  The  bonuses  are  sometime s  given  in  cash,  sometimes  ia 
the  form  of  shares  in  the  company.  Ia  others  the  reward  is  according  to 
the  success  of  the  particular  department  or  sectloa  of  operations  of  which 
the  executive  is  la  charge.  Su(^  systejis  are  easiest  of  applicatioa  under 
a  decentralized  organization »  and  are  couimon  in  chain  stores  and  the  like. 
Under  any  method  It  is  difficult  to  secure  that  the  basis  is  equitable, 
since  the  success  of  any  section  of  activities  Is  usually  to  some  extent 
dependent  on  the  rest,  and  there  may  be  ^ther  factors  outside  the  control 
of  the  executivea  in  charge.  Further,  under  the  system  of  rewarding  de- 
partments according  to  their  results,  such  questions  arise  as  to  whether 
some  successful  lanovatioa  is  really  the  work  of  the  research  department 
which  suggested  it,  or  the  executive  department  which  carried  it  into 
effect. 

2,  promotion  and  Trainlag  of  Executives » 

The  problem  of  obtaining  the  maTimura  efficiency  from  the  personnel  is 
bound  up  with  the  further  questioas  of  the  traialng  and  promotion  of 
executives,  which  in  themselves  are  a  form  of  incentive  -  in  the  case  of 
promotion c  perhaps  the  most  powerful  single  lacentive  available  to  the 
administrator.  Both  subjects  are  particularly  In^ortaat  la  the  combination 
because  of  the  lack  of  personal  contact  between  the  chief  executiTe*»  a8<^ 
the  rank  and  file,  la  the  large  organization.  Further,  the  difficulty  of 
finding  the  right  type  of  executive  to  fill  the  highest  posts  In  a  com- 
bination, makes  It  necessary  to  give  special  attention  to  the  executive 
material  which  is  available.  In  some  combinations  there  are  formal  pro- 
motion systems  whereby  the  central  office  is  kept  la  touch  with  all  pro- 
motion throughout  the  concern »  To  ta&.e  one  instance,  in  a  large  aad 
scattered  combination  a  central  personnel  department  keeps  records  of  all 
the  executive  personnel,  jkaaual  ratings  are  made  by  the  department  heads 

0  For  e  study  of  some  -of  the  chief  schemes  in  operation  in  the  United  States 
aad  elsewhere,  see  "Managerial  Profit  Sharing",  CCanby  Balderston,  John  tilt/ 
&  Sons,  Inc.,  New  York.  1928. 
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of  the  executives  under  their  supervlaion,  and  theee  are  filed  at  the 
central  office  in  both  furctioial  and  local  indexes.   Such  records  include 
the  details  of  each  man's  career,  and  an  opinion  on  his  ahlllties  and  as  to 
whether  he  has  reached  the  sta,se  for  promotion.  All  recommendations  for  in- 
crease In  salary  or  for  promoljion  have  to  "be  passed  through  the  central 
office,  who  are  thus  in  a  position  to  arrange  for  promotions  from  one  part 
of  the  combination  to  another »  Special  note  is  made  of  men  who  have  been 
promoted  young  to  a  coiaparatively  high  post,  since  if  they  seem  of  a  type 
likely  to  rise  to  the  highest  positions,  they  are  given  fiuther  special 
opportionities  for  advancement,  and  for  gaining  kaowled^^e  of  different  sec- 
tions of  the  company's  business o  Such  formal  systems  are  rare,  and  in  many 
cases  promotion  is  left  almost  entirely  to  the  department  or  section  head, 
there  being  little  transference  from  one  part  of  the  combination  to  another, 
except  perhaps  in  the  case  of  very  specialized  jobs.  Or  perhaps  an  executive 
at  the  central  office  pays  frequent  visits  to  the  localities  and  keeps  some 
sort  of  informal  supervision  over  the  personnel  and  over  the  question  of 
promotions «  The  in^ortance  to  the  long  run  success  of  combination  of  having 
some  satisfactory  system  can,  however,  scarcely  be  over  emphasized » 

Some  attention  has  also  been  given  by  combinations  to  the  equally  iii5)ortant 
question  of  the  selection  and  training  of  executives,  through  the  encourage^- 
ment  of  course  in  general  business  problems  and  in  special  technlcel  ques- 
tions ^  through  discussion  groups,  lectures  and  the  like,  and  also  through  the 
selection  of  certain  younj  executives  for  a  practical  course  of  training  in 
the  various  departments  and  shops. 

3.  Relations  with  labour. 

Two  problems  particularly  may  be  mentioned  In  r;OnnectJon  with  the  combination's 
relations  with  its  e^loyees.  One,  which  arises  especially  in  those  indus- 
tries where  there  has  been  over  production  and  where  combination  has  resulted 
In  the  reorgan1^.ation  of  the  Industry^  and  the  closing  of  sijirplut  factories, 
is  the  question  of  what  t.o  do  with  the  labour  which  has  been  displaced.   This 
problem,  though  It  is  frequently  l«,norcd  by  combinations,  yet  has  somehow  to 
be  solved.   Some  combinations  Viave  attempted  to  solve  It  by  the  development 
of  new  factories  or  nev;  Hues  of  product  to  which  the  turplus  labour  can  be 
transferred. 

The  other  question  is  as  to  how  far  the  combination  shall  adopt  central 
labour  policies <  as  has  been  done,  par^^ly  for  advertising  reasons,  in  some  of 
the  big  coablnationso   How  far  's'lould  the  central  e:>-ecutives,  if  they  have 
decided  Ihct  a  five  day  week,  or  a  standard  mlniaiuiii  rate  of  wages  make  for 
efficiency,  standardiie  such  policies  throughout  the  various  sections  of  their 
operations,,  how  far  should  they  leave  local  executives  to  determine  labour 
policies  In  accordance  with  the  prevailing  local  conditions?  This  question 
has  pro^i-ed  of  some  difficulty  to  various  combinations,  where  there  are  some 
with  advap. ced  labour  policies,  and  where  combination  has  been  effected  with 
firms  having  less  enlightened  methods^,   To  enforce  the  policies  worked  out 
la  one  set  of  circiunstances  to  different  conditions  is  often  impossible^ 
out  not  to  do  80  may  be  to  lay  the  executives  open  to  the  charge  of  incon" 
•istency,  if  not  hypocrisy. 

LACCOUI^IlTOo 

One  of  the  primary  problems  after  the  establishment  of  a  combination  is  the  intro- 
duction of  a  imiform  accounting  system.  ThU  is  l:cportant  both  for  the  faclllta" 
tion  of  the  f  jjial  accouatin^  of  the  combination  as  a.  whole,  and  also  for  the 
inf or.-na^^ion  of  executiveso  It  involves  difficulties  not  only  In  the  technical 
problems  or  deciding  the  best  methods »  but  also  through  the  cost  of  changing 
over  to  a  new  system  and  the  difficulty  of  persuading  executives  to  adopt  it. 
In  some  large  combinations  a  central  body  of  auditors  has  been  established  whose 
Job  is  to  audit  the  ac^countip  ©f  the  various  subsldiarieii,  and  who  can  thus  see 
that  the  standard  methods  are  «arried  out. 
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The  advantages  of  uniform  methods  of  cost  accounting  within  an  Industry  are 
Increasingly  recognised.  They  facilitate  the  elimination  of  unnecessary  wastes 
discovered  by  the  coaqparison  of  figures o  Price  fixixig  can  be  controlled  more 
accurately.   In  many  cases  attempts  are  being  made  to  establish  a  uniform 
system  in  combinations  between  firmis  engaged  In  the  same  llnee  of  production. 
The  working  out  of  such  systems  la  each  case  is  a  highly  technical  account i^ 
problem.  It  is  often  also  difficult  to  persuade  executives  who  have  different 
systems  or  no  system  at  all,  to  adopt  the  new  methods o  An  added  accounting 
problem  which  occurs  sometimet  within  the  combination  is  where  a  number  of 
operating  units  are  partially  controlled  and  have  certain  services  provided 
by  a  central  office,  as  to  the  method  by  which  the  e^qpenses  of  this  office  shall 
be  allocated;  whether  on  a  percentage  basis ^  or  according  to  services  rendered^ 
or  whether  they  shall  singly  be  treated  as  a  charge  on  the  total  profits  of  the 
combination. 

VI. CONCLUSION. 

Each  of  these  problems  which  have  been  so  briefly  mentioned.  Is  in   Itself  a  ^ast 
field  for  scientific  investigation.  There  is  sutficient  similarity  between  the 
problems  of  many  combinations  for  the  knowledge,  of  the  result?  of  an  atteii5)ted 
solution  by  one  combination  to  be  of  value  to  others*  The  acc^unulation  of  ija 
formation  with  regard  to  the  administrative  and  management  methods  of  combinations 
must  necessarily  be  a  slow  and  difficult  process,  made  possible  only  by  the 
gradual  emergence  of  industry  from  the  secrecy  complex:^  The  la5)ortar'.ce  of  such 
information  is  being  increasingly'  recognised  bjr  such  bodies  as  Trade  Associar- 
tions.  Chambers  of  Commerce,  Business  Research  schools  and  the  Irisy.-  Biit  idi^le 
there  Is  increasing  discussion  and  nonpar i^on  of  their  problems  among  biji.slnegs 
men,  there  is  still  little  written  Information  available,  especially  wh«re  the 
point  of  view  of  international  coa5>arisons  of  system  is  considered  -  an  aspect 
which  is  becoming  increasingly  ia^jortent  with  the  increase  of  inten'-ational 
operation  by  the  combinations  themselves.   The  gradual  collection  and  coatparison 
of  a  great  deal  of  information  as  to  the  administratis  and  maiaagement  of  actual 
combinations  is  necessary  before  any  scientific  principles  can  be  e«»tabli8hed. 
And  while  the  iaportance  of  size  from  a  bargaining  point  of  view  may  secure  the 
success  of  combinations  over  a  l*«g  period,  ultimately  they  will  only  sirvive 
if  they  prove  to  be  more  efficient  iDtrlnelcally  as  systems  of  administration 
for  business  under  modern  conditions  than  the  unit  enterprise.  F^irther,  j\ist 
as  a  political  constltutioE  can  only  survive  if  it  is  capable  of  adaptatioa 
in  the  face  of  constantly  changing  and  increasing  problems j,  to  the  combination 
administration  can  only  survive  as  a  system  if  it  is  able  to  adapt  it*  organi- 
zation to  meet  the  problems  created  by  the  increasing  size  and  eoa^jlexity  of  its 
operations o 

In  general  the  histories  of  combinations  which  have  been  established  ovey  a  long 
period  suggest  that  the  problem  of  centralization  versus  decentralization  is  the 
most  in5)ortant  single  administrative  question  with  which  they  have  to  deal. 
Only  in  exceptional  cases  has  evidence  been  discovered  either  of  an  adequate 
appreciation  of  its  importance  or  of  any  stable  policy  fo^onded  on  principle 
rather  than  on  the  accident  of  the  temperament  of  the  ruling  executive  of  the 
moment.  The  early  stages  of  a  number  of  such  \indertakings  exhibit  an  almost 
rhythmical  alternation  between  the  two  conceptions.  Generally  speaking  one  of 
the  sharply -contrasted  policies  is  pursued  in  the  first  instance.  On  the  one 
hand  those  responsible  for  the  combination  feel  that  they  ha^e  an  insufficient 
knowledge  of  the  problems  of  the  merged  coaqjanies  or,  the  combination  having 
been  fonaed,  purely  for  financial  or  market  reasons ^  they  are  not  primarily  con- 
cerned with  administrati'tte  economies .  In  such  cases  there  is  a  tendency  to  leave 
every  aspect  of  control,  save  the  financial,  to  the  constituent  units  who  con- 
tinue to  operate  with  a  substantial  measure  of  independence  largely  on  their  old 
lines.   It  is  only  gradually,  and  at  a  later  stage „  that  it  is  realised  that  ad- 
vantages can  be  achieved  by  cooperative  action^  Some  central  control  and  even- 
tually a  more  centralised  system,  are  built  upp  often  not  without  considerable 
internal  friction.  But  the  change  in  other  ea«es  ^omes  suddenly ,  as  the  result 
of  a  change  in  the  domi.nati.ag  per  sonal  1  ties  * 
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In  the  Opposite,  aud  more  frequent,  case,  the  con«tituent  coiLcpanles  are  com- 
pletely reorg^ani^ied  aad  a  hicbly  centralized  control  adopted  i-anedietely. 
At  the  moment  of  coming  together  the  new  controlling  body  is  optJ.niiBtic  as  to 
the  possihilitiea  opened  up  "by  combination  and  the  economies  which  can  be  ob- 
tained, Thl8  optimise  expresses  itself  In  imaediate  arrantseuents  for  a  high 
decree  of  ceatrellzatlon  of  many  functions,  arraiigements  which  pay  little  atten- 
tion to  the  values  inherent  in  unfettered  initiative  or  the  force  of  habit  and 
custom  as  stebillsing  elements  in  human  nature.  At  the  end  of  a  longer  or 
shcrter  period  the  results  of  such  a  policy  are  eaqjressed  in  a  swollen  and 
cumbersoTie  headq-oarters  vainly  endeavouring  to  promote  enthusiasm  and  elasticity 
among  the  executives  of  a  multiplicity  of  associated  enterprises,  executives  who, 
by  force  of  clrcuinstances..  have  beocne  reporters  rather  than  originators. 

The  profit  and  loss  account  points  the  way  to  a  reaction,  which  I»not  invariably 
free  from  elements  of  panic,  Decentralizction  of  reoponsibillty  becomes  the 
slogan  of  the  higher  officials.  The  headquarters  departments  are  hastily  re- 
duced or  even  summarily  disbanded.  The  best  managers  available  are  sent  to  the 
branches  with  a  free  hand  to  cut  through  the  red  tape,  and  to  torn  losses  Into 
profits  as  they  can.  At  the  end  of  a  further  period  the  combination  awakes  to 
the  fact  thflt  it  is  little  i^iore  than  an  assembly  of  Inuividual  businesses, 
lacking  most  of  the  advantaiies  of  ownership  aiKl  personal  Interest,  united  onty 
by  a  common  financial  control.  The  anticipated  economies  of  combination  have, 
in  many  inst<?jaces,  disappeared  completely. 

At  this  stage  deliberate  study  of  the  special  problens  of  conblnation  adminis- 
tration is  usually  \uadertaken.  But  it  comep  only  after  heavy  financial  losses 
end  suffering  to  individual  8  which  might  both  have  been  avoided.  The  atasencf 
of  determined  ana  tested  principles  makes  itself  felt.  The  undertaking  embarks 
on  a  course  of  Isolated  experiment  almost  invariably  dominated  by  an  attea^t  to 
over-simplify  the  proolera,  Th^t  is  to  say  it  is  re^araed  as  a  quer't-ion  of' more 
or  less  centralisation  of  control  for  the  concern  as  a  whole;  not  of  disentang- 
ling the  various  functions  and  ^ictivl^iee  and  detprudnlng  for  each  one  severrlly 
and  with  reference  to  the  special  circumstances  of  each  constituent  \inlt  what 
are  the  most  appropriate  dce^rees  of  delegrtlon  and  ir^chanisms  of  coordination. 

TTnlle  this  preliminary  study  is  admittedly  incomplete,  sufficient  evidence  has 
neen  obtained  to  suggest  that  the  experience  recordeu  is  the  rule  rather  than 
the  exception,  Moreover  it  is  an  experience  which  is  likely  to  be  repeated  In 
the  case  of  the  majority  of  new  combinations i  unless  a.ore  determined  efforts 
are  undertaken  to  isolate  and  to  exa^iine  the  special  edmlniEtrative  problems 
Involved  and  to  create  widespread  recognition  of  their  importance  to  the  busi- 
ness life  of  the  com.flunity.   The  cost  of  the  neces'^ary  research  would  of  coiu'se 
be  encountered  for  lack  of  cltarlv  defined  and  eocepted  principles.  And  these 
considerstiOHR  apply  with  equal  force  to  the  adiiiinistratj.on  of  arraagementc  of 
the  cartel  form,  as  to  the  more  unified  combine  form  of  business  co  ibinatlon. 

It  is  In  the  belief  that  combinations  are  the  most  Important  type  of  business 
structure  at  the  present  time,  and  that  for  economic  end  technical  reasons 
they  laust  inevitably  increase  in  relative  signif icannC;  that  this  prelixincry 
report  has  been  prepared  by  the  International  i.'anage;nent  Institute.  They  can 
only  achieve  the  fullest  effit^ieney  if  they  are  opei^eted  ancordlng  to  correct 
principles  of  rdiainistration  and  management,  based  on  experience,   That  •» 
perience  is  at  pre«tnt  largely  unrecorded.  The  practical  accura^alatlon  of  tlie 
fccts  on  en  ordered  plan  1»  the  sole  .iieans  of  providing  the  material  on  which 
rlone  Inductive  reasonius  can  operate.  Unfortunately  the  Institute's  at  temp  tf, 
to  extend  this  enquiry  into  indivldiiol  cross  have  hr-d  to  be  larjely  curtailed 
at  the  moaent  for  lack  of  resources.  Until,  however ^  such  en   enquiry  has  been 
arranged  on  re  adequate  sceli    the  existing  uncertainty  as  to  policy  ani  prin- 
ciple is  H'lruely  to  continue.  The  cost  to  business  leader?,  to  shareholders, 
to  workr^T. ,  and  to  the  community  Is  likely  to  r>TO'^e   so  lar>i;e  es  to  be  incalculable, 


Kote;   The  Bibliography  of  Combination  is  a  very  large  one  and  for  reason* 
of  economy  no  bibliographical  list  has  been  included  in  the  text  of  this 
report,  A  cyclostyled  copy  of  the  bibliography  coii5)iled  by  the  Institute 
in  the  course  of  the  enquiry  is  however  available  and  will  be  supplied  on 
request  to  Members  of  the  Institute.   An  alphabetical  list  of  the  definltlont 
used  in  th*  text,  in  flnglish  only,  is  also  available. 
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MODSSy  IliOTJSTHIAL  CONSOLIDATION. 

J.  George  FRSDSRICX, 
yr»?nk  Meurlce  Inc.,  New  York,  1926, 


There  are  definite  Eteges.  historically.  In  the  processes  of 
consolidation  used;  a  definite  series  of  devices  employed  to  attain  the  ends 
sought I 

1)  The  use  of  the  gentlemenU  agreement  whereh/  concerted  action  was  agreed 
upon  and  individually  carried  out.  This  primitive  form  of  consolidation 
was  the  forerunner  of  a  real  leter  consolidation  in  such  instances  as  the 
steel  industry  (the  "Gary  dinners"),  United  States  Leather,  National  Cordage. 
National  Salt,  American  Malting,  New  Jnglsnd  Cotton  Yam,  United  States 
Shipbuilding,  Glucose  Sugar  Refining,  and  other  corporations.  It  proved  in- 
adequate, of  course, 

2)  The  use  of  the  pool,  which  was  a  raechanlcel  liiprovement  of  the  gentlemen's 
agreement,  in  that  it  established  a  penalty  for  over-production,  equal  in  maay 
examples  to  the  net  profit  of  such  overproduction.  The  pool  Is  not  a  successful 
device,  according  to  experience, 

3)  The  \»e  of  a  legal  trust,  which  is  now  entirely  passi  (except  in  Massachusetts). 
It  was  an  effort  to  make  the  device  of  the  pool  more  certain  in  its  results. 

4)  The  use  of  a  holding  corporation  or  loose  fe'^erption^  taking  legal  title  to 
the  property  of  constituent  comppnles  or  individuals.  This  device  is  still 

an  active,  useful  device,  applicable  in  meny  instpnces  where  certain  objectives 
are  desired  and  certain  situations  must  be  met  -  particularly  where  individual 
identity  is  desired  to  be  left  undisturbed, 

6)  The  use  of  an  active  incorporated  consolidation,  in  which  the  consolidated 
elements  are  thoroughly  and  Irrevocably  merged  and  operated  with  one  set 
of  officers. 


\ 
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Fiom 
JACTORS  IN  INDUSTRIAL  AND  COMMERCIAL  WFICIMCX, 

Part  I.  of  a  Survey  of  Industries  by  the  Committee  on  Induatiy 
and  Trade,  Oreat  Britain^  1927.  H.M. Stationery  Office. 

p.  71* 


Varieties  of  Organiza  ions  for  Limiting  Competition^ 

Organizations  which  limit  competition  range  from  mere  informal 
understandings  "between  competing  producers  or  merchants,  to  the  giant  business 
which  controls  the  vhole  output  and  conditions  of  sale  of  a  particular  coonodity. 
Between  these  two  extremes  lie  a  great  variety  of  organizations  exercising  economic 
power  in  very  vaiying  degrees.  Some  of  the  principal  varieties  may  be  noted; - 

1)  Informal  understandings  or  "gentlemen's  agreements"  between  cort5)etlng  producers 
or  merchants  as  to  prices  to  be  charged  or  areas  to  be  served.  Such  agreements 
must  Always  have  been  corarnon  in  local  trade. 

2)  Associations  for  renilating  prices.  These  Involve  a  more  formal  agreement 
between  competing  producers  or  merchants  who  form  an  association  to  fix  minimm 
prices  at  which  they  will  sell. 

3)  Associations  for  regulating  output.  The  simpler  form  of  organization  is  for 
an  association  of  coinpeting  producers  to  arrange  during  a  period  of  depression 
that  only  a  proportion  of  the  plant  of  each  firm  shall  be  worked,  in  order  that 
production  msy  be  curtailed  and  prices  increased  or  meintsined„   In  other  cases 
the  actual  output  of  each  producer  may  be  fixed,  and  he  is  expected  (whether 
subject  to  fine  or  not)  not  to  exceed  it, 

4)  Pooling  associations.  A  common  type  of  pooling  association  is  that  in  which 
each  member  pays  a  siiall  fixed  sum  per  -unit  of  output  into  a  pool^  which,  at 
regular  intervals,  is  divided  ud  equally  nmong  the  contributors  after  the 
formation  of  a  reserve  fund.  Under  a  more  elaborate  form  of  arrangemeDt 
each  producer  is  allotted  a  percentage  of  the  aggregate  output  of  all  the 
producers  in  the  as&o  irtion,  the  percentage  being  fixed  on  the  basis  of 
ascertained  experience  in  the  recent  past.   If  a  producer  exceeds  his  per- 
centage of  the  total  output,  he  pays  into  the  pool  a  sum  proportionate  to 
the  excess,  calculated  on  an  agreed  basis p  If  a  producer  falls  short  of  his 
percentage  hp  receives  from  the  pool  a  sum.  calculated  also  on  an  agreed 
basis  (though  no^-  necessarily  the  same  basis  as  is  applicable  to  excess 
production) 0  proportionate  o  the  defitdency.   In  some  cases  pooling 
associations  also  fix  prices. 

5)  Associations  for  allocating  contrac-^s.   Such  associations  exist  in  certain 
industries  where  work  is  allotted  by  tender.  The  association  decides  which 
firm  is  to  receive  a  particular  contract  and  it  is  arranged  that  other  firms 
either  do  not  tender  or  tender  high.  In  some  cases  it  is  arranged  that  the 
members  of  the  associations  shall  each  be  alio. ted  a  particuleo*  area* 

6)  The  selling  agency.  A  mambei  of  firns  making  the  same  article  agree  to  turn 
over  their  output  to  a  comnon  selling  agency ^  so  as  to  avoid  undercutting. 
There  may  be  no  regulation  of  output. 


V 


7) 


The  participatiiig  cartel  with  selling   syndicate.       This  form  of  organization 
was  adopted  in  Germany  in  a  mjunbei   of   industries.   The  essence  is  that  competing 
producers  agree  to  establish  foi   a  de  ini i.€»  period  a  joint  selling  sgency 
for  the  exclusive  sale  oi   their  products,    and  that  each  producer  is  allotted 
a    participation"  in  the   toi.al  output.     Those  who  exceed  their  participation 
pay  a  fine,   those  who  fall  short  of  1-^  receive  an  indemnity.  The  selling 
s^encj  02    syndJoate  is   regis tei-ed  as  a  ^ompauy  in  which  the  individxial 
producers  are  shareholders  wj rh  vo^es  in  proportion  to  their  output       The 


ill. 

members  fix  a  bpse  price  for  their  products  covering  cost  of  production,  and  sell 
to  the  syndicate  aw  an  accounting  price  which  is  usually  somewhat  higher.  The 
Syndicate  sells  to  the  consumer  at  the  highest  price  that  it  can  get,  adjusting 
its  price  to  circumstances  In  different  parts  of  the  market,  though  it  does  not  as 
a  rule  sell  below  the  accounting  price.  A  feature  of  sotb  of  the  Oerman  Cartels  - 
notably  the  Stahlwerksverband  -  before  the  war  was  the  subsidising  of  the  export 
trade,  especially  in  years  of  depression. 

8)  Yariationa  of  the  participating  cartel  with  selling  syndicate.  In  some  cases 
there  are  variations  of  structure  in  the  direction  of  the  trust.  The  syndicate 
may  acquire  a  considerable  degree  of  independence  or  it  may  fall  under  the  control 
of  a  particular  concern  or  group.  i 

9)  Financial  community  of  interests  (Interessengemeinschaft).   This  is  established 
when  two  or  more  companies  agree  for  a  pe  riod  of  years'  "fsometimes  as  many  as 
fifty)  to  pool  the  whole  of  their  profits  and  divide  them  up  between  the  coii5)anies 
in  pre-arranged  proportions.  The  organization  remains  in  theory  temporary  and 
the  companies  retain  a  separate  existence,  each  with  its  own  management;  but  they 
may  work  closely  together  by  means  of  joint  committees.  Experience  shows  that 
there  is  a  tendency  for  this  form  of  organization  to  give  way  to  a  more  coniplete 
union. 

10)  The  "voting"  trust.  This  form  of  organization  became  prevalent  at  one  period 
in  the  United  States,  until  it  was  held  by  the  Courts  to  be  illegal.  A  number 
of  competing  companies  agreed  to  assign  the  whole  of  their  stock  to  a  group  of 
trustees,  receiving  in  exchange  trust  certificates  representii^  the  valuation  of 
their  properties.  The  trustees  were  thus  able  to  exercise  eoii5)lete  control  over 
all  the  businesses.  This  is  in  theory  a  permanent  form  of  organization* 

11)  Exchange  of  shares.   Two  or  more  companies  may  link  their  fortunes  together  by 
means  of  an  exchange  of  shares.  The  precise  effect  depends  upon  the  relative 
sizes  of  the  companies  ani  the  number  and  proportion  of  shares  exchanged*  Where 
one  company  predominates  in  size  and  purchases  the  whole  or  a  majority  of  the 
shares,  the  other  company  becomes  virtually  a  subsidiary  though  it  may  possess  a 
voice  in  the  mans^ement  of  the  larger  concern^ 

12)  Holding  companies.  Another  method  of  establishing  unity  is  for  each  of  a  group 
of  companies  to  sell  its  shares,  or  a  majority  of  them,  to  another  company, 
established  for  the  purpose  or  already  existing,  the  shareholders  of  the  individual 
companies  receiving  in  exchange  shares  in  the  holding  company.  The  individual 
companies  continue  to  exist,  and  to  enjoy  a  greater  or  less  degree  of  autonomy, 
but  their  general  policy  is  controlled  by  the  holding  company  in  the  interests  of 
the  whole  group  of  undertakings*, 

13)  Consolidations  or  mergers.    These  denote  the  consolidation  or  merging  of  two  or 
more  businesses  into  a  single  undertaking.  The  businesses  taken  over  completely 
lose  their  separate  existence.    In  this  list  the  various  types  of  organization 
have  been  placed  in  an  ascending  order  leading  up  from  the  "gentlemen's  agreement* 
between  independent  firms  to  the  complete  fusion  of  businesses  in  a  single  under  » 
taking,  and,  in  considering  these  types  of  organization,  it  is  evident  that  a 
distinction  may  be  drawn  between  the  first  eight  or  nine  --  the  position  of  the 
Interessengemeinschaft,  being  in  some  respects  intermediate  -  and  the  last  four. 
The  former  are  of  the  nature  of  temporgay  agreements  for  certain  particular  purposes 
between  producers  or  merchants  who  remain  independent  in  other  respects;  the  latter 
represent  permanent  unions  of  undertakings  in  which  the  component  parts  may  or  m«Qr 
not  retain  a  limited  degree  of  autonomy.  The  former  may  be  designated  broadly 
"terminable  associations"  while  the  latter  (in  those  cases  where  they  exercise  any 
considerable  4egree  of  market  control)  are  called  "trusts".  It  is  in  this  sense  that 
these  terms  should  be  read  throughout  the  present  memorandum,  unless  they  are  other- 
wise eaqplained  in  the  context. 
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MUROICRS.  CONSOLIDATIONS  A  ATFILUTIONS, 

Wlll^rd  U.  HotchklsB, 
WillArd  L.  Thorp. 
Owlght  T.  ramham. 

(General  M9n»^^eraent  Series?  No»92) 

(American  Management  iLssociatlon,  New  York,  N,Y.)  p. 14, 


In  the  pa^es  i»hich  follow  an  attempt  has  laeen  made  to  classify  the 
various  corporate  and  economic  types  of  coniblna.tl ons  In  America  and  Europe. 

A.   CORPORATE  TYPES  OF  COMBINATIONS. 

There  are  three  principal  corporate  classes  of  comhlnatlonj 

1.  Those  based  upon  the  exchange  or  purchase  of  stocks,  such  as  holding 
companies »  consolidations,  and  .nergers. 

XI.  Those  based  upon  contractual  relations, such  as  cartels,  trade  associations, 
etc, 

III   Those  based  upon  common  interest,  s-ch  as  that  occasioned  by  stockholders 

or  banking  interests  comnon  to  tuo  or  more  companies,  or  by  group  conscious- 
ness which  leads  a  class,  a  community  or  a  country  to  cooperate  for  their  own 
interest,  against  other  groups. 

ComblnatlonB  slso  exist  which  contain  all  three  of  the  elenents  described. 

Class  I   ITiile  the  ter  s  "holding  compar.y",  "consolidation"  and  "merger"  are 
looselj^  used  to  describe  almost  any  sort  of  industrial,  financial  or  commercial 
combination  involving  the  r^urchase  or  exchange  of  securities.  e:ich  type  has  a 
distinct  technical  significance  from  a  legal,  financial  and  accounting  standi 
point    Although  lines  of  demarcation  are  not  always  carefully  drawn  and  although 
one  combination  may  include  elements  of  one  or  more  types,  nevertheless  there  is 
a  distinct  difference  from  a  corporate  standpoint,  as  will  be  noted  from  the 
paragraphs  which  follows 

Holding  Co-iiDany.  The  holding  company,  sometimes  incorrectly  referred  to  as  a 
w5^(I^t«,  usually  acqiaires  its  holdings  in  other  companies  by  purchasing  their 
stocks   In  many  cases  it  does  not  own  all  the  stock  of  its  subsidiaries,  but 
in  most  cases  these  subsidiaries  retain  t'.elr  original  Identities, 

Consolidation,   The  consolidation  is  usually  effected  by  creating  a  new 

company  whic?n  buys  out  the  business  of  the  old  ones,  taking  over  their  assets  and 

assuming  their  liabilities. 

Merger   The  merger  is  usually  effected  by  one  company  pure'  aslng,  on  a  basis 
"Jf  net'^orth  and  earning  pOTver,  one  or  more  other  companies,  which  thereupon 
cease  to  exist  as  legal  entitles. 
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In  many  of  these  cases  the  former  stockholders  may  be  compensated 
In  cash,  in  stock,  or  in  a  combination  of  both,  and  may  or  may  not  become 
Identified  with  the  new  management.  When  compensation  t^kes  the  form  of  cash. 
It  is  Quite  usual  to  secure  this  cash  by  means  of  a  public  issue  of  securities 
which  are  dlstX  ed  by  Investment  Bankers.  Con5,ensatlon  is  frequently  graduated, 
cash!  bonds  or  preference  stock  being  paid  for  liquid  assets,  preference  stock 


•' 


for  fixed  assets  and  common  stock  for  goodwill  based  upon  earning  power. 

Class  II.  Cartels.   Other  types  of  combinations  based  principally  upon 
contractual  relations  of  a  more  readily  terminable  nature  may  be  gro\;qped 
under  the  general  heading  of  cartels.  'While  this  term  is  used  in  Germany 
to  denote  "a  voluntary  combination  of  business  enterprises  engaged  in  the 
same  line  of  business,  and  each  retaining  its  independence,  for  the  purpose 
of  establishing  monopolistic  control  of  the  market",  it  may  equally  well 
apply  to  a  large  variety  of  corporate,  contractual  and  general  associations 
of  various  sorts  in  this  country,  if  the  statement  of  purpose  is  modified 
to  conform  with  present  legal  requirements. 

In  Germany,  where  organization  is  most  complete,  cartels 
fall  into  two  general  classes  from  a  legal  standpoint,  the  Trade  Association, 
without  legal  entity,  from  which  any  member  may  withdraw  at  any  timet  differ- 
ing little  from  the  "gentlemen's  agreement"  and  the  Registered  Association, 
possessing  legal  responsibility  and  entering  into  definite  contractual  re  • 
lations  with  its  members  covering  a  stated  period.   These  two  classes 
accomplish  their  objectives  by  various  means,  anji  may  be  divided  into  general 
types  as  follows^- 

1.  Price  Cartels  -  which  fix  and  regulate  -^ices. 

2.  Trade  Condition  Cartels  -  which  fix  terms  and  trade  conditions. 

3.  ^ota  Cartels  -   which  limit  and  regulate  the  output  of  an  industry  to  prevent 
over-production  end  ruinous  price  competition,  usually  by  the  apportionment 
of  orders  upon  an  agreed  basis.  This  type  very  often  distributes  its 
products  through  a  central  sales  agency  and  is  similar  to  the  old  American 
"blind  pool". 

4.  Territory  Cartels   which  apportion  exclusive  territories^ 

6.  Patent  Cartels  -   which  pool  and  share  patent  rights.  This  type  constitute* 
an  important  part  of  the  international  cartels. 

6,  Standardiaatlon  Cartels  ■-   i^ilch  simplify  and  standardize  their  producte. 

7,  Purchasii^  Cartels  -   which  establish  central  purchase  agencies. 

Class  III-  -  Common  Interest.  The  comiiunlty  of  interest  type  of  combination, 
strictly  speaking  seldom  possesses  a  corporate  entity  except  when  an  incorporated 
community  acts  in  Its  own  interest  against  another  eomiiiunlty.  The  term  is  used 
here  rather  to  include  all  classes  of  combinations  not  covered  by  Classes  I^  «d 
II,  which,  although  often  loosely  organixed,  nevertheless  possess  considerable 
power.   Before  they  were  declared  illegal  in  this  country^  interlocking  direc- 
torates would  have  come  within  this  class.   This  method  of  combination  is  very 
prevalent  abroad. 

ECONOMIC  TYPES  OF  COMBINATIONS. 

The  principal  economic  types  of  combination,  classified  on  a  basis  of  their 
economic  reason  for  existence,-,  are  defined  in  the  following  paragraphs i- 

1.  Hori'zontal.  The  horizontal  combination,  which  is  the  commonest  type,  in  its 
simplest  form,  is  a  combination  of  industries  manufacturing  a  single  product  - 
as  matches  or  automobilese 

2,  Verti$.al-  The  vertical  combination  is  a  combination  of  a  number  of  industries 
of  such  a  sort  and  in  such  a  manner  that  the  finished  product  of  one  becomes 
the  raw  material  of  the  next.  The  coiq)lete  vertical  conibination  begins  with 
the  raw  material  as  supplied  by  nature  and  ends  by  placiz^  the  finished 
product  in  the  hands  of  the  ultimate  consumer. 


▼1.   3.   Allied  Industry,   The  allied  industry  comtinatlon  is  a  coraMnation  of 

industries  manufacturing  articles  of  a  similar  nature j  or  articles  which 
can  be  sold  to  the  same  market. 

4-   Chain,  The  chain  type  of  corahination  is  a  comhination  of  business  serving 
the  public  in  some  c?q?acity,  usually  in  different  localities,  which  can 
secure  certain  advantages  by  combination* 

8.  Local,  The  local  type  of  combination  is  a  combination  of  industries  located 
in  a  single  community »  and  formed  usually  for  the  purpose  of  strengthening 
their  strategic  position. 

6»  Seasonal «  The  seasonal  type  of  combination  is  a  combination  of  industries 
whose  peak  loads  of  business  occur  during  different  seasons  of  the  year  for 
the  purpose  of  distributing  the  load  throughout  the  year  in  the  interest  of 
more  efficient  operation. 

7.  Cartel,  This  type  of  combination  includes  any  form  of  combination  formed 
for  mutual  benefit  on  a  contractual  basis. 

8,  Common  Interest.   This  type  of  combination,  which  is  the  least  organized, 
per  se,,  of  any  of  the  types  enumerated,  may  assume  almost  any  form  for  the 
purpose  of  improving  conditions  in  which  the  parties  involved  are  interested, 

9»  j^i.3ced.  This  type  consists  of  combinations  embodying  features  of  more  than 
one  of  the  types  previously  en ome rated.   Furthermore,  it  should  be  observed 
that  one  or  more  of  the  various  types  mentioned  may  take  place  on  the  manu- 
facturing level,  on  the  wholesale  level,  or  on  the  retail  level  of  production 
and  distribution,  or  on  a  number  of  such  levels.  This  makes  it  difficult 
to  empirically  classify  existing  combinations  and  to  demonstrate  statistically 
the  exact  prevalence  of  each  type. 


»   « 
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''All  the  types  of  monopolist  organization  known  to  the  esqperience 
of  other  countries  are  to  be  found  among  the  chief  Snglish  monopolies.  We  see 
every  stage  of  monopolization,  from  loose  understandings  tenslnable  at  aay 
moment  or  the  more  definite  agreement  for  a  fixed  period,  to  the  yet  closer 
unions  of  the  syndicate  with  a  common  place  of  sale  and  common  regulation  of 
production  and  the  amalgamation  into  one  undertaking  of  all  the  firms  In 
favour  of  monopoly |  that  undertaking  In  its  turn  perhaps  forming  new  syndicates 
and  cartels  with  Inqportant  outsiders.  Bach  variety  Is  distinguished  from  Its 
predecessor  In  order  of  completeness  by  the  greater  number  of  functions  formerly 
exercised  by  separate  firms  which  It  usurps  and  subjects  to  a  consnon  monopolist 
control,  until,  finally.  In  the  "horizontal"  combination,  every  single  function 
Ib  transferred  to  the  trust". 
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I,  Simple  Com"bi national 

1.  AsBociatlon  (direct  combination  of  natural  persons  as  in  partnerships). 
II.  Comoound  Combinations; 

1,  Association  (the  loosest  agreements  directly  between  individual  members 
or  different  associationss  trade  "association",  some  simple  "agreements", 
etc.). 

2,  Federetion  (combination  of  organizations  which  remain  separate  and  retain 
considerable  autonomy:  most  simple  "agreements"  and  pools). 

3,  Consolidation  (combination  of  organizations  in  which,  fftiile  members  may 
remain  nominally  separate,  direction  of  business  is  fused) « 

a)  Partial  Consolidation: 

(1)  Securities  holding  (direction  of  business  organizations  consolidated 
through  stock  ownership,  with  separate  existence  formally  maintained), 

b)  Complete  Consolidations; 

(1)  Merger   (complete  consolidation,  members  of  one  business  organization 
absorbed  by  another) » 

(2)  Amalgamation  (complete  consolidation,  mem  bars  of  two  or  more  organtsft- 
tions  coalesce  to  form  a  new  organization) » 
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The  word  "combination",,  or  "combine"  will  be  used  here  in  a 
general  sense,  to  mean  any  degree  of  sacrifice  of  independence  by  companies,  private 
firms,  etc.  9  for  the  sake  of  a  common  advantage  to  themselveSp  in  their  production, 
or  their  buying  and  selling.  It  will  therefore  cover  all  such  cooperation  between 
capitalists,  from  the  most  informal  agreement  to  complete  amalgamation.   Within 
this  general  group  two  main  forms  of  combinations  must  be  distinguished,  and  these 
will  be  cplled  "associations"  and  "trusts". 

Associations  again  include  several  different  types,  but  the 
common  element  is  that  these  are  all  federations  that  is,  that  they  consist  of  a 
number  of  firms  which  agree  to  act  together  for  certain  purposes,  while  remaining 
independent  financisily,  and,  in  general,  in  the  internal  conduct  of  their  businesses. 
There  are  very  many  of  these  associations  in  this  country  and  on  the  continent,  and 
they  are  no  doubt  of  great  importance  in  relation  to  the  prices  of  goods c   The  simplest 
type  is  the  informal  understanding,  oi  "gentlemen's  agreement",  between  fims:  as  to 
the  areas  in  which  goods  are  to  be  sold,  or  the  prices  to  be  charged^ 

Many  more  formal  and  permanent  associations  exist  for  the  purpose 
of  fixing  output  or  prices.  An  example  is  the  United  Kingdom  Soap  Manufacturers' 
Association,  which  in  1920  controlled  80  per  cent,  of  the  total  output  of  so^  in 
this  country.  It  was  stated  by  a  Government  Committee  of  Enquiry  in  1921  that  "there 
is  no  competition  in  price  (of  soap),  and  the  prices  fixed  by  the  Association  become 
the  standard  prices  throughout  the  trade".  This  body  was  then,  and  is  to-day, 
practically  controlled  in  turn  by  the  Lever  Bros.  Combine ^  the  output  of  which  is 
about  90  per  cent,  of  the  total  output  of  the  menbers   Some  of  these  groups  have 
a  pooling  arrangement,  under  which  the  total  output  is  fixed,  and  each  form  allotted 
a  percentage^  If  the  percentage  is  exceeded,  a  fine  is  paid  into  the  poolc  and  if  a 
firm  falls  short  of  its  percentage,  compensation  is  received  from  the  pool.   One  of 
the  most  important  of  the  pooling  associations  is  the  National  Light  Castings 
Association,  which  since  1912  has  controlled  about  95  per  cent„  of  the  manufacture 
of  castings  used  in  house-fitting..  Another  method  of  price  control,  adopted  for 
Instance  by  the  Cast  Iron  Pipe  Association,  is  the  allocation  of  contractsi  the 
Association  fixes  minimum  prices  and  decides  which  firm  is  to  receive  a  given 
contract*  and  the  other  firms  either  do  not  tender  or  they  give  a  higher  estimate. 

The  most  elaborate  form  of  federation  is  the  sundicatCs,*  which 
flourishes  chiefly  in  Germany.  The  firms  entering  into  the  agreement  establish 
a  joint  selling  agency  or  syndicate,  which  fixes  the  total  output,  allots  a  certain 
proportion  to  each  firm,  and  undertakes  all  sales,  adjusting  prices  to  conditions 
in  the  market.  As  in  the  pooling  association^  firms  exceeding  their  percentage  pa7 
a  fine,  and  those  which  produce  less  receive  compensation. 

The  second  main  form  of  combination,  the  trust,  also  includes  a 
number  of  different  types,  as  many  perhaps  as  the  group  which  I  "nave  called  Associa- 
tions and  there  is  here  the  added  difficulty  of  financial  complications.  The  trust 
is  di;t^ished  from  the  association  by  the  fact  that,  while  the  fi--«  «-^^[i^=«  ^^ 
association  remain  financially  independent,  a  trust  means  financial  unification,  and 


This  is  often  known  as  a  "cartel"^  but  as  the  term  cartel  is  used  in  Germany  to  denote 
all  kinds  oraSo^aUon,  it  is  b;tter  to  keep  to  syndicate  for  this  par-tic^ar  type. 


■■mmttm 


X. 


tw   !I^r  ?^?'^«''°""''  of  oompsnlee  A.   B.   and  0.   now  hold  the"  share,  ;f  CoZny  X 
B^ndC     ?     t°^  "*  °P"f"°°«S   "hlle  company  X.   holds  the  shares  ot  como^eri 
B     and  C     In  turn  oontroUlng  their  operations.     The  result   of  this  oroe«rit  thit 
the  capital  of  three  previously  Independent  companies  Is  oln^d    in  eff«t    hi  o^^ 
body  of  shar,hold.r..«^  general  policy  Is  thuTbrought  uXr  a  c«trfl  control 

"merger"  or  "consom^M™^"'^  "^  amalgamation  is  that  which  may  be  called  the 
thefhol,  If  »v!         ffj"""-     ^T*  '"'  «"  ~«P«'«'  1=  created,  hut  one  firm  buy.  un 
the  whole   of   the  capital  of  another,    so   acquiring  oonolete  control  over  it        T, 

:s.s".-  'zz  r:».'°s:c.rs-".;;.-s  ;rs.;;  dH  .  "^'V-'- 
^4««^  4    1  ...   "^^^^  ®^®  °*^®^  ^^  ^^  Which,   without  going  so  far  as  arnal^flriiati on 
inxTrelfs  ZZT.".""  -ay  be  fomed  between  firms,  and  so  the^ursuit  of  00^!^^^' 
interests  made  easier.     One  firm  may  buy  shares  in  another,    though  not  enou^  to 
give  it  control;     or   two  firms  may  exchange  shares  and  dir;ctor8  ^ 
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KARTT5LLB.  KONZDRHE  UWD  TRUSTS 


von 


Profo  Robert  LIEFMAKN, 

Verlg^  von  Ernst  Heinrich  Moritz,  Stuttgarij 

1930^ 


Liefmann  behandelt  die  Kai telle  als  eine  Untergruppe  Jener 
Kertelle  von  yereinigungen,  die  er  wirtschaftliche  Yereinigungen  oder 
Beruf svereinigungen  nennt. 

Die  Beruf sverelttigungen  umfassen  folgende  drei  Qruppens 

1,  Die  wirtschaftlichen  Vereine  oder  Beruf svereinc,   Sie 
sind  die  losesten  Vercinigungen  von  Wirtschaftssubjekten.   Sie  bezwecken  nur 
die  gemeinssme  Vertretung  der  wirtschaftlichen  Interessen  ihrer  Mitglieder, 
■•1  es  andern  Wirtschaftessubjekten,  sei  es  der  Regierung  gegeniiber,  grei- 
fen  aber  nicht  in  die  wirtschaftliche  Tatigkeit  ihrer  Mitglieder  ein.   Zu 
ihnen  geh5ren  die  sogenannten  Tachvcreine,  in  denen  sich  die  IngehSrigen 
desselben  Berufes  oder  "Paches'*  zusatnienschliessen.  Uebcr  diese  erheben 
sich  aber  eine  grosse  Zahl  allgemeiner  Vereinigungen,  z«Bv  tiber  den  einzelnen 
Indus triellen  Fachvereinen  der  Zentralverband  deutseher  Indus trieller,  der 
Bund  der  Industriellenj  aber  den  einzelnen  Fachvereinen  der  chemischen 
Industrie  der  Vertlazur  Wahrung  der  Interessen  der  chemischen  Indus trie, aber 
den  xaMreichen  Vereinigungen  der  deutschen  Maschinenfabriken  der  Verein 
deutseher  Uaschlnenbauanitalten  (VDMA)e 

2,  Die  wirtschaftlichen  Verbande  oder  Beruf sverbande,  wenn 
die  Mitglieder  zu  einer  bestimmten  Oestaltung  ihrer  wirtschaftlichen  Tatigkeit 
Ira  Hinbllck  auf  den  gemeinsanen  Zweck  veranlasst  werden.  Wenn  es  also  aber 
die  blosse  Vertretung  der  gemeinsamen  Interessen  in  den  Beruf svereinen  hinaui, 
zu  elner  gegenseitigen  Verpflichtung  der  Mitglieder  auf  ein  bestirarates  Tun  oder 
Unterleiaten  im  Hinbllck  auf  Ihren  gemeinsamen  Zweck  koinmt.  Die  Wirtschaftsfreihelt 
der  Mitglieder  wird  also  in  einera  bestimmten  Punkte  beschrankt  und  ihie  Wlrischaft*- 
tatigkeit  durch  gemeinsame  Verabredung  geregelt, 

3o  Die  wirtschaftlichen  Gesellschaf ten  sind  Vereinigungen  mehrerer 
Wlrtschaftssubjekte  zu  gemelnsaraer  wirtschaftllcher  Tatigkeit,  DlcBe  Oe sell schaf ten 
•Ind  regelmasslg  ICrwerbswirtschaften,  d„h«  die  Mitglieder  schlinsen  sich  In  Ihnen 
zu  gemeinsamer  Brzielung  eines  Goldgewlnnes  zusararaen.  Zu  den  Oesellschaf ten 
g«h6ren  auch  die  Genossenschaftenp  die  jedoch  in  sofern  elnen  Sonderfall  darstellen, 
als  sie  nicht  selbst  Smerbswirtschaf ten  sind,  sondern  der  FSrderung  und  Erganzuag 
der  prlvaten  Haus-  und  Brwerbswlrtschaft  Ihrer  Mitglieder  zur  Brzieluag  ein«s 
gemeinsamen  desehafttgewinnes  dlenen^ 
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Review  of  the  Le^al  Aspects  of  Industrial  Agreements. 

Lea^e  of  Nations  -  Sconomic  St  financial  Section, 


Prepared  for  the  Economic  Committee  by  MoHenri  D«e\jgi8  (Prance) ,  Mr»  Robert 
8«  Olds  (U.S.A.),  and  M.Siegfried  Tsehierschky  (Germany)  1930,  Geneva. 


P. 5,  X,  Different  Typts  of  Industrial  and  Commerctal  Combinations. 

Before  dealing  separately  with  the  laws  of  each  of  the  countries  studied, 
it  would  first  seem  desirable  to  define  the  different  types  of  agreements 
•xisting  at  present  and  generally  referred  to  by  the  names  of  cartels,  trusts, 
eorners,  combines,  consortiums,  conferences,  etc.,  and  then  to  summarize  the 
more  general  features  of  the  legal,  judicial  and  administrative  rules  by 
which  they  are  govemedw 

It  is  only  after  examining  and  comparing  the  different  legislations  now  in 
force  in  these  different  countries  that  we  can  know  their  present  tendencies 
and  discover  how  far  these  national  regulations  are  likely  to  affect  inters 
national  combinations  beyond  the  political  frontiers. 

It  should  first  be  observed  that  the  main  object  of  all  industrial  or 
comraerei<?l  combinations  is  to  replace  individual  and  completely  free  conk- 
petition  by  a  collective  organization  intended  to  regulate  and  rationalize 
production  and  to  influence  prices  with  a  view  to  their  stabilization. 

The  means  to  this  end  are  legion.  The  combinations  of  interests  assume  a 
multiplicity  of  forms,  some  of  them  very  simple,  some  very  complicated. 

They  may  however  be  classified  in  two  main  types i  the  cartel  and  the  trust. 
The  cartel  is,  first  of  all,  distinguished  from  the  trust  in  that  it  does 
sot  necessarily  constitute  a  legal  entity  with  property  of  its  own, distinct 
from  that  of  its  members^   It  is  essentially  a  contractual  agreement  between 
Individuals  or  companies  who,  without  sacrificing  their  separate  commercial 
or  industrial  existence,  agree  to  pursue  by  concerted  action  a  specific 
economic  result.  The  International  Steel  Coroblne„  for>  examole,  is  a 
cartel.  The  same  is  true  of  the  agreements  on  maritime  freights  known  as 
conferences  which  are  genuine  international  cartels  concluded  by  the  shipping 
conrpanies  of  different  countries. 

In  some  cases,  however,  a  cartel,  for  reasons  of  practical  convenience, 
takes  on  the  outward  form  of  a  company  proper,  vTith  a  separate  legal  per- 
sonality, but  this  company  is  really  no  more  than  an  executive  instrument. 
In  point  of  fact,  it  operates  on  account  and  for  the  profit  of  the  menbers  of 
the  cartels.  ThuSj  Joint  selling  or  purchasing  agencies  frequently  assume 
the  forms  of  commercial  companies^  At  the  same  time,  their  capital  is  generally 
very  small.  They  are,  strictly  speaking,  real  cartels  operating  without  making 
large  profits,  and  working  in  fact  for  the  exclusive  profit  of  their  members. 

The  trust,  on  the  other  hand,  is  a  company  proper  in  the  full  Juridical  and 
commercial  sense  of  the  term.  It  always  has  its  own  Independent  existence, 
legally  separate  from  that  of  its  members.  It  has  a  capited  which  is  its 
personal  property  and  it  enters  into  contracts  with  third  parties  on  its  own 
accounts  The  trust  essentially  seeks  to  make  profits  for  itselfv  That  is  the 
very  purpose  of  its  existence.  It  influences,  either  directly  or  indirectly, 
other  undertakings  in  which  it  has  financial,  commercial,  or  industrial  inter- 
ests and  which  it  laseps  subordinate  to  itself  and  from  which  it  dfsws  dividends^ 

We  may  quote  as  examples  the  United  States  Steel  Corporation,  and  in  Europe, 
the  Swedish  Match  Trust  (Svenska  ^Uiditack  Aktiebolaget). 
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The  term  "trust"  as  used  in  this  bookn  signifies  an  Industrial 
combination,  not  a  legal  nor  a  natural  monopoly,  which  seeks  to  escape  the 
restraints  and  avoid  the  wastes  of  competition  by  absorbing,  controlling,  or 
forcing  out  of  business  its  would-be  competitors,  or  by  acting  in  concert  with 
them  in  fixing  prions  or  regulating  outputs >   The  word  thus  embraces  all  com^ 
binations  in  the  industrial  field  idiich  enjoy  or  seek  to  enjoy  the  advantages 
of  monopoly  except  those  based  upon  some  legal  privilege^,  like  a  franchise  or 
a  patent,  or  those  which  are  monopolies  by  nature^  There  is  difference  of 
opinion  as  to  the  industries  embraced  in  this  last  class,  but  it  is  generally 
agreed  that  it  includes  all  the  so-called  public -service  industries  ■'  that  is, 
water  companies,  gas  and  electric  light  companies,  street-railway  companies, 
telephone  companies,  and,  in  the  national  field,  telegraph  and  railway  companies. 
These  will  receive  no  special  attention  in  this  book. 

Trusts^  as  broadly  defined,  have  tempered  business  competition 
from  an  early  period^  but  it  is  only  within  the  last  fifty  years  that  they  have 
assumed  such  proportions  as  to  constitute  a  special  problemc  The  first  trust  of 
national  significance  inthe  United  States  was  the  Standard  Oil  Trust  organized 
in  1879  and  reorganized  in  1882o  The  plan  adopted  by  this  combination  of  vestii^ 
control  of  the  combined  properties  in  a  board  of  trustees  was  the  circumstance 
which  caused  the  term  "trust"  to  acquire  its  present  significancSo  Judicial 
decisions  holding  the  trust  form  sf   organization  \inlawful  caused  it  to  be 
abandoned  in  the  early  ^nineties >.   The  trust  name,,  however,  has  remained  the 
distinctive  American  designation  of  what  in  other  countries  are  called  monopolistic 
industrial  combinations^ 

The  following  forms  of  trusts  may  be  distinguishedi   (1)  Simple 
Agreements g   (2)  Poolsg   (3)  Trade  Associations  §   (4)  Trusts  Proper^   (5)  Holdixig 
Companies^   (6)  Outright  Consolidations.   The  last  three  alone  are  often  thoiight 
of  when  the  trust  movement  is  aentionedo   Simple  agreements  and  pools  have  usually 
been  secret  in  the  United  States  and  have  always  been  transitory.  Trade  associations 
are  generedly  free  from  any  monopolistic  purpose.  Nevertheless  agreements  and 
pools  are  usually  and  trade  associations  are  sometimes  trusts^,  in  accordajice  with 
our  definition,  and  therefore  merit  attention.  As  is  brought  out  in  the  sections 
which  follow c  the  combinations  that  have  at  different  periods  been  most  in  evidence 
in  the  United  States  have  assumed  forms  determined  not  only  by  economic  but  also 
by  legal  considerations. 

Of  all  the  forms  of  combination,  Simple  Agreements  are  the  most 
numerous  and  most  varied.  There  is  scarcely  a  branch  of  business  in  which  they 
do  not  serve  to  modify  somewhat  the  stress  of  unbridled  competition.  In  retail 
trade  it  is  not  unusual  for  local  dealer*;,  for  example  coal  and  ice  dealers,  to 
agree  as  to  prices  to  be  charged.   Such  agreements  may  be  tacit,  esqperience 
having  convinced  the  rival  dealers  that  price-cutting  was  bad  business  policy^ 
or  formal (,  the  result  of  a  conference  and  definite  pledge.   As  a  rule  such 
agreements  are   kept  secrete  as  consumers  are  only  too  apt  to  regard  them  as  inifflical 
to  their  interests. 

Vhere  agreements  as  to  prices,  outputs,  or  territories  to  be 
covered  are  entered  into  by  big  business  men,  they  are  often  styled  "gentlemen's 
agreements"  to  emphasize  the  fact  that  strict  adherence  to  them  rests  on  the  honour- 
of  the  parties  to  the  agreement ^  aentlemen°s  agreements,  liki  those  iaqplicitly 
resulting  from  the  "Gary  Dinners"  in  the  steel  industry,  have  played  an  ioq;>ortaat 
Tdle  in  the  combination  movement  in  the  United  States  in  part  because,  with  the 
law  prohibiting  combinations  in  restraint  of  trade  and  monopolies;,  it  has  been 
impossible  to  accomplish  the  same  purpose  through  legally  enforceable  contracts. 
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It  was  largely  because  of  the  instability  of  siraple  agree- 
ments that  business  men  who  sought  to  lessen  the  severity  of  competition 
devised  the  more  refined  form  of  combination  known  as  Pools.  These  are 
agreements  of  a  more  formal  character  which  have  as  their  essential  ele« 
ment  the  combining,  or  "pooling"  of  some  common  factor  with  a  view  to 
controlling  supplies  and  fixing  or  influencing  prices.  The  common  factor 
combined  may  be  the  output  of  the  plants  concerned  (or,  in  the  case  of 
transportation  companies,  the  traffic),  the  market  to  be  supplied,  patents 
essential  to  some  stage  of  the  process  of  production,  or  the  gross  or  net 
returns  from  the  businesses  affected.  Accordingly,  we  have  as  the  principal 
forms  of  pools s   (1)  output  pools j   (8)  market  poolsj   (3)  patent  pools; 
and  (4)  earnings  pools,* 

As  officially  defined  by  the  Ameilcan  Trade  Association  Ixe- 
cutibes,  a  Trade  Association  is  "an  organization  of  producers  or  distributors 
of  a  commodity  or  servlte  upon  a  mutual  basis  for  the  purpose  of  promoting 
the  business  of  its  branch  of  industxy  or  commerce  and  improving  its  servlc* 
to  the  public".   (Quoted  in  the  U.  S.  Department  of  Commerce  Report,  Trade 
AfiBQciation  Activities.  IS23,  p„l.).  Although  limited  usually  to  forms  of 
cooperation  that  are  free  from  pny  suspicion  of  monopoly,  such  associations 
have  at  times  developed  into  monopolistic  combinations  ranging  from  gentle- 
men's agreements  to  outright  pools.  As  this  implies,  there  is  no  sharp 
logical  distinction  between  monopolistic  trade  associations  and  these  other 
forms.  They  "hawe  become  such  an  important  phase  of  the  conibinatlon  movement, 
however,  that  we  hare  given  them  separate  treatment  in  Chapter  X7I. 

^  Trusts  Proper  in  these  pages  we  mean  tr\»its  after  the  model 
of  the  Standard  Oil  Combination  of  1882,  which  is  described  at  length  in 
Chi^bter  V»  The  vogue  which  this  form  of  corabisrtlom  enjoyed  during  the 
•eighties  was  4ue  to  the  fact  that  it  seemed  a  legal  method  of  securing 
the  advantages  of  the  close-knit  pool  -  control  of  outputs  and  of  prices, 
through  a  unified  sellixg  organization,  coupled  with  as  complete  Independence 
of  management  of  the  different  properties  combined  as  might  be  deemed  advis- 
able -  after  the  courts  had  held  that  pooling  contracts  were  unenforceable. 
The  decisions  of  the  courts  in  the  early  'nineties,  reviewed  in  Ch^ter  V, 
deprived  trust  organisers  of  this  refuge  for  their  combinations  and  led  to 
the  development  of  the  holding  company. 

The  holding  company  is  a  corporation  which  bomblnes  the 
business  and  properties  of  other  corporations  through  ownership  of  all  or 
a  controlling  raaj^orlty  of  their  capital  stock. ^.., 

Outright  Consolidations  may  come  about  by  the  acquisition  by 
one  business  of  another,  when  it  Is  said  to  be  the  result  of  a  "merger",  or 
by  the  fusing  together  of  two  or  more  businesses  into  a  new  business  organi- 
zation or  new  corporation,  when  It  Is  said  to  be  an  "amalgamation".  Out- 
right consolidation  Implies  that  complete  unity  of  ownership  and  control  Is 
secured  by  the  merger  or  amalgamation  and  that  not  even  the  semblance  of 
divided  nsnagement  or  reiponslblllty  is  retained. 
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•  This  classification  is  less  elaborate  than  that  proposed  by  W.   H.   S.Stevens 
In  his  valuable  article   "A  Classification  of  Pools  and  Associations  Based  on 
American  Experience",  American  gconomlc_ Review,  vol„   III.    (September,   1913), 
pp.  545-575,  but  Is  thought   to  include  all  of  the   inqportant  examples  which  lie 

describes. 


Dro  Tschierschkye 
in  Spaeth  &  Linde  Verlag.  Berlin, 
1928. 
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"Kartells  slnd  auf  Vertrag  beruhende  Organisationen  selbst&ndiger 
Unternehraer  (Unternehmen)  des  gleiehen  Gewerbcs  zwecks  willkurlicher  Re- 
gelung  ihres  Marktes". 

Dazu  fahrt  Tschierschky  auss  "Alle  Kar telle.  glcichgUltig 
welchen  Oewerbcs,  kSnnen  stets  nur  zwei  Hauptmittel  einer  Marktbeherrschung 
tells  elnzeln,  tells  verbunden  werwenden.   Sie  kSnnen  1.  die  Praise,  2.  die 
Zahlungs-  und  sonstlgen  Oesehaftsbedingungcn  regulieren,  wie  Spesen  (Frachten, 
Verpackung  Muster). 

«r  scheidet  die  Kartelle  nach  der  Art  der  Marktbeherrschung  in 

1)  Binkauf skar telle  0 

2)  Verkaufskartelle^ 

3)  Kartelle  besonderen  Zweckcharakters. 

TJnter  den  Verkauf skartellen  unterscheidet  ers 

a)  gonditlonenkar telle,  deren  Zweck  die  Regelung  der  Verkauf sbedingungen 
ist,  undT^r  Foot  und  Inhalt  des  Angebotes .  die  Lieferungsbedingungen 
ira  engeren  Sinne  und  die  Zahlungsbedingungen.  IHir  alle  diese  1st  der 
Verzicht  auf  Regelung  der  Verkauf spr el se  typisch. 


^) 


c) 


Sinfache  Preiskartelle .  welche  neben  den  Verkaiaf  s  -  und  Zahlungsbedingun- 
^nTiiSTdie  Verkalfspreise,   und  zwar  gew5hnllch  Mindestverkauf spreise, 
festsetzen.   In  neuerer  Zelt  macht  sich  jedoch  die  Tendenz  geltend,  an 
Stelle  der  ScheraaUslerong  der  Preise  die  Kalkolatlonsgrondlagen  fest^ 
zulegen  und  periodisch  die  Hdhe  der  wichtigsten  Kostenfaktoren,  Rohstoffe, 
L5hne,  Gene ralunkos ten  einheitlich  zu  bestimraen. 

Kartells  rait  Risikoaus^-leich,     Dieses  versucht  man  entweder  durch  sine 
lln^dSiiScimgTer  E]?ieui»Ang  and  des  Angebotes,   Indera  man  jedem  Mitglied 
ein  gewisses  KonUngen*   zuweist   (remes  Kontingentierungskartell),   oder 
durch  raumliche  Aufteilung  des  Marktes  in  genau  abgegrenzte  Verkaufs^- 
bezirke   (Ray onier-ingskai tell),  od«r  d^i-ch  (Jewinnverteilung  nach  einem 
bestimmten  Schliissel    (Kartell  mlt-  Oewinnausgleich  oder  Kartell  mit 
Absatzausgleifth) . 


d)     Kartelle  mit.  eigener 


JwerJVerkauf statig^U.^jeadik^ele     *i«  ©i^e  starice 
Bl^dh:iMwflg^er  Untemehmex-Selbstandigkeit  durch  Lieferungspflichten, 
durch  den  Verlust  der  unmittelbaren  K^andschaf tsbeziehungen  u.a.m. 
deuten. 


be-^ 


^ 


Uhter  den  Kaitellen  mit  besonderem  Zweckcharakter  hebt  Tschierschky 
folgende  her  vol?  ^ 


i)     Di e  Submi s s  1  on sfce,r t e  11  e q  die  elne  organ! slerte  Abwehr  durch  Ausschal- 
tung  ungeidgeicen  wJttbewerbs  und  genaue  Regelung  des  Aagebotsverfahrens 
bezwecken. 
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t))     m«  Fertl^im^skartelle,   die  elne  Spezlal  Isle  rung  der  Produktlon  der 
Mitglieder'^organ'isieren  und  praktisch  eine  der  InteressengemeliiBchaft 
nahekoniraende  Zusammenltgvmg  von  Oewlnn  \md  Verlust  erfordern. 

c)  Die  Markenselmtzkartelle^  die  einen  Preisschute  fttr  Markenartlkel  be- 
I^cke'n.'das  heiBsTArtikel,   die  unter  iDestimmter  Bezeichnung  in  gleicher 
Herst-ellung  lond  Aufmachung   zu  elnheitlichen,  und  zwar  vora  Hersteller 

l>i8  zur  letzten  Absatzhand  vorge»chriet)enen  Preisenp  vertrieben  werden. 

d)  pie  Zi!f«tt&8kar-t elle ,  dir  diireh  Irgend  eine  bffent.lich-rechtliche  Maesnahmf 
tells  Tanralttelbar  tells  inittelbar  gef5rder  oder  veranlasst  werden. 
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CLASSIFlGATlQy  CHAM  F(H  BUSIITBSS  COMBIHATIONS. 
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As  suggested  in  the  text,  it  is  impossible  to  classify  business 
combinations  from  the  standpoint  of  one  factor  only,  and  this  renders  it 
equally  misleading  to  attempt  to  describe  any  given  combination  by  a  single 
title-  fhereas  legally  it  may  be  an  Otmership  Arrangement  of  the  Combine 
form  and  the  Parent  Company  variety,  from  the  financial  standpoint  many  of 
its  constituent  units  may  be  merely  allied  enterprises.  Its  operating  methods 
may  allow  them  almost  complete  administrative  independence  relying  on  influence 
to  secure  coordination  of  policy.  At  the  same  time  a  great  deal  of  centralized 
productive  and/or  distributive  machinery  may  have  been  established,  which  they 
use  because  they  find  it  more  convenient. 

Or,  In  another  case,  the  legal  relations  may  be  of  the  most  inforaal 
description^  i»hile«  owing  to  common  shareholdings  by  one  or  more  individuals, 
there  is  in  effect  a  majority  or  total  financial  control  in  the  hands  of  a  highly 
centralized  group.  Their  type  of  administration  may  involve  centralized  control 
of  the  most  rigid  description,  while  in  the  actual  producing  and  distrlbutt^R 
operations  of  the  constituent  units  there  is  practically  no  common  action  other 
than  that  concerned  with  financial  questions c 

If  therefore  a  satisfactory  system  of  classification  applicable 
to  business  combinations  Is  to  be  established  it  must  be  on  analytic  lines. 
The  attached  chart,  following  the  methods  adopted  in  the  text,  analyses  the 
various  characteristics  which  are  of  importance  from  the  standpoint  of  com- 
bination admlnl strati one  These  characteristics  concern  in  the  first  place 
either  the  structure  of  the  combination^  ufaen  they  are  either  legal  or  financial, 
or  the  operations  of  the  combination,  when  they  are  connected  with  Its  adminis- 
tration;, Its  production  or  Its  distribution^  In  the  second  place  they  appear 
either  In  the  type  or  fom  of  the  combination  as  it  is,  in  the  purposes  for 
which  It  was  formed,  or  In  the  methods  by  which  it  was  brought  about.  Und»» 
each  of  the  headings  formed  by  the  combination  of  these  two  groups  of  charac- 
teristics, the  more  usual  possi^  alternatives  have  been  listed. 

It  is  suggested  that  by  applying  this  table  to  any  given  com-- 
blnatlon  It  is  possible  to  build  up  an  analytical  description  of  its  dasslfl- 
cation.  It  must  be  remembered,  however,  that  the  table  may  have  to  be  applied 
In  certain  Instances  to  every  ease  in  which  the  act  of  combination  has  tatoa 
place,  that  is  to  the  relations  between  the  central  mechanism  and  each  con 
Btltuent  unit.  Business  combinations  are  ty  no  means  uniform  either  In  struc- 
ture or  In  growths  they  are  frequently  combinations  of  combinations.  Thus  no 
single  system  of  classification  can  be  applied  to  the  very  vaiytng  relations 
which  may  exist  between  the  central  unit  and  different  constituent  units, 
though  progress  in  administrative  experience  tends  to  make  such  relations  more 
uniform. 

The  table  may  however  prove  of  assistance  to  executives  both 
In  analysing  given  combinations  and  as  a  check  list  of  the  factors  which  have 
to  be  taken  Into  consideration  In  working  out  principles  of  administration. 
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8.  STRUCTURAL. 
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Jrom  the  standpoint  of  the 
Comhlnation^ 

1.  Unenforceable  Arrangements s 
a.  Ixchange  of  Directors, 
h.  Informal  meetings. 

Co  Formal  conferences « 

d.  Written  instruments. 

e.  Do,  with  financial  sanctions. 

2.  Contractual  Arrangements? 
a.  Association. 

ho  Bilateral  Contract, 
c.  Multilateral  Contract. 

3.  Ownership  Arrangements j 
a.  The  Combine : 

i.  Joint  Ownership. 
ii.  Mutual  Ownership. 
iiioParent  Company o 
iv«  Holding  Company* 
h.  The  Tusion. 
1.  Merger, 
ii^  Consolidation^ 
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1.  To  avoid  Tariff So 

2.  To  avoid  objections  to  aliea 

ownership, 

3.  To  avoid  anti-trust  legislation, 
4:  To  avoid  publicity  imposed  by 

company  legislation. 
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No  financial  Relationship. 

Subscribing  Relationship 

a»  Of  a  fixed  sum 

b.  Of  a  percentage  of  an 
undetermined  sum: 
io  Under  common  control 
ii^  Under  own  control. 

3y  a  ^ofit  'Sharing  Relationship 

a.  Of  common  enterprise 

b.  Of  assembled  profits  of 
separate  enterprises. 


from  the  standpoint  of  the 
Constituent  Units. 

1.  Autonomous  Interprise. 

2.  Allied  Bnterprise. 

3.  Associated  fnterprise. 

4.  Subsidiary  Enterprise. 

5.  Branch. 
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1. 
2. 


4. 


To  secure  promoters'  profits, 
Ta  iBTett  suxplus  capital  or 

credit. 
To  facilitate  the  raising  of 

capital  or  credit. 
To  spread  risks. 
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4.  l|y  an  ewaership 
relationi)iips 

a.  In  Degree 

i.  Minority  holding 
ii,  Mai^ority  holding 
iii, Total  holding, 

b.  In  form 

i.  Mutual  ownership  of 

principle. 
11,  Unilateral  ownership 

of  principle. 

c.  Method 

i.  Purchase  by  cash 
11,  Purchase  of  shares  or 
other  consideration. 
ill. Creation  of  new  capital. 
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0.  OPSRATIHG. 


xix. 
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A,     ADMIHISTRATIV8. 


1,  ffeightiag  of  Control. 
fi.     Influence^ 

b.  Cooperation. 

c.  Coordination, 

d.  Centralization, 

2.  Distribution  of  Administfative  Responsibility, 

a.  ?y  degrees  of  authority. 

b.  Territorially, 

c.  By  products, 

d.  ^  processes, 

e.  functionally. 


1. 

2. 

3, 

4. 


To  increase  power  or  prestige  of 

executives. 

To  secure  more  experienced  administration. 

To  coordinate  policy  for  the  group  or 

Industry, 

To  exchange  data  and  experience. 
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2. 


3. 


By  exchange  of  Directors  between 
independent  \mlts. 

By  relationships  between  administra- 
tion of  a  controlling  company  and  its 
constituent  unitti 

a.  Representation  of  controlling  unit  in 
administration  of  constituent  units, 

b.  Representation  of  constituent  unit  la 
administration  of  controlling  units. 

c.  Written  reports. 

By  establishment  of  unified  administrative  units 
a.  Methods, 

1,  Existing  unit  takes  control, 

iioNew  unit  is  established, 
b«  Degree, 

lo  Complete  control, 

11 o Certain  powers  delegated  to  other  bodies 
or  Individuals, 

— ll^gAdministration  of  certain  sub.lects  only  unified, 
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D.  nSTRIBtJTIVI. 


Combination  between  establlghraent* 
or  enterpriset   with 
1-   Uniform  Punctloms. 
2.  Divergent  ytuftctionm. 


a.  Joint  Products. 

b,  3ye  Products, 
e.  Lite  Processes. 


a.  Cortqplementary, 

b.  Auxiliary. 

c.  Lite  Markets. 


a.  Methods. 

b.  Markets. 

1.  Locality, 
ii. Class  of  Consumer, 
Converging  Tunctions; 

a.  Wholesale  level. 

b.  Retail  level. 


4.  Continuing  Punctions. 

5,  Unrelated  Punctions. 


To  lower  cost  of  naterial^ys 

a.  More  direct  access  to  sources. 

b.  Access  to  alternative ^standardl 
or  improved  sources. 

c.  Aisurix^   supply. 

d.  Securing  special  terras   for  bulk 
©.  *limination  of  speculation. 
To  lower  costs  of  maavifaeture  bys 

a.  Simplification^ 

b.  Standardization. 

c.  Specialization. 

d.  Concentration„ 

e.  Pacllitatlon. 
f»  Joial  Research, 
g.  Exchai^e  of  Patents. 
h.   Collective  apreements^ 


To  lower  costs  of  distribution'by' 
aoSpeclallzationo 
2«do  s      boCoQcentration. 

c.Xconomies  in  Transport >, 
d^lliraination  of  intermediate  pr« 
purchase^ 2. To  increase  distribution  by:  j 

-      adjoint  Advertising.  I 

b.Extension  of   sales  to 

1»  New  Areas o 

ii»Hew  Classes  of  Consumers, 
c .Joint  Sales  Research. 
To  maintain  or  inc reave  selling  Jj 
a. Regulation  of  output. 
b»  Limit  at  ion  of  output, 
c. Allocation  of  marlnts. 
d.Pixing  of  prices. 
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1.  "By  creation  of  new  functional  units. 
a»  Secretaricd. 

bo  Coordinativa. 
c.  Executive. 

2.  ^  relationships  between  existing  functional  units, 
a^  Exchange  of  information, 

b.  Discussion  of  common  proMenM. 

c^  One  unit  advises  remainder. 

S7  centralisation  of  functions  and  elimination 
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An  International  ComMnatlon  Producing  a  Luxary  Article. 
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IHTROiyCTIOy. 


The  following  report  is  the  second  in  the  series  designed  "by  the 
V  Institute  to  throw  light  on  the  problems  of  administration  and  raanagenoent  en- 
countered in  the  case  of  large-scale  "business  combinations,  involving  the  cen- 
tftralized  control  of  previously  independent  undertakings  or  of  widely -dispersed 
^factories  and  branches. 

The  first  report  in  the  series  (International  Management  Institute 
S.8.20  C.2.  1932  "Administration  and  Management  of  Basiness  Combinations  -  Intro- 
ductory Report")  dealt  with  the  problems  of  classification  and  terminology  en- 
countered, and  outlined  the  main  questions  which  appear  to  press  for  solution 
In  this  special  field.   This  and  subsequent  reports  will  deal  with  particular 
cases  from  the  same  angle c  It  is  hoped  by  this  means  to  build  up  gradually  a 
body  of  factual  information  which  will  provide  the  necessary  basis  for  inductive 
reasoning  as  to  the  principles  of  administration  applicable  in  such  cases.  It 
will  then  be  possible  to  contemplate  a  further  series  of  studies  dealing  with  the 
handling  of  the  various  recognized  functions  of  business  within  combinations. 

The  combination  described  in  the  report,  which  desires  to  remain 
anonymous,  has  its  headquarters  in  Great  Britain  and  is  engaged  in  the  production 
of  a  luxury  article  for  domestic  usCo  The  investigation  was  made  and  the  report 
prepared  by  Mrs.  Wheatcroft,  who  was  given  every  facility  by  the  officers  of  the 
Companyo  The  Board  of  the  Institute  takes  this  opportunity  of  thanking  those 
concerned  for  their  collaboration^ 

It  is  inevitable  that  any  written  description  of  the  administration 
of  a  progressive  business  undertaking  should  be  out  of  date  before  it  is  published. 
In  the  case  in  question  far-reaching  changes  have  taken  place  since  the  material 
was  collected.  The  report  has  therefore  been  presented  in  the  historic  tense. 
Moreover  such  descriptions  must  necessarily  be,  to  some  degree,  misleading.  They 
are,  as  it  were,  a  snapshot  of  a  temporary  condition  and  do  not  emphasize  the  long- 
term  factors  which  tend  to  shape  the  administration  of  dynamic  and  large-scale  under- 
takings. These  iimitations  are  recognized  by  the  Institute^  as  they  will  be 
appreciated  by  all  those  engaged  practically  in  the  conduct  of  business. 

Until  however f  a  technique  has  been  developed  for  presenting  a 
moving  picture  of  a  developing  administration  -  and  even  such  a  picture  would 
necessarily  leave  out  of  account  many  of  the  psychological  issues  which  may  be 
of  paramount  significance   such  snapshots  are  the  only  method  available  of 
accumulating  factual  inforraatlono  Any  attempt  to  assess  the  forces  and  tendencies 
which  have  led  to  a  particular  situation  or  to  forecast  probable  lines  of  develop- 
ment would  involve  elements  of  judgment  and  opinion.  But  the  introduction  of  such 
elements  would  be  destructive  of  the  objective  standpoint  which  alone  can  render 
such  material  of  value  to  scientific  students  of  the  subject.  It  is  hoped  there- 
fore that  this  and  subsequent  reports  in  the  saine  series  will  be  gu3cepted  as  a 
contribution  to  the  accumulation  of  observations  which  most  precede  the  statement 
of  principles.  They  are  neither  complete  in  themselves ^  nor  aim  at  being  so. 
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A.  THE  OBJECT  07  THE  REPORTS. 

Some  of  the  ma;) or  administrative  problems  i?ith  which  the  leaders  of 
industry  are  concerned  at  the  present  day  are  those  arising  out  of  the 
new  and  complicated  relationships  which  emerge  in  the  attempt  to  find  an 
efficient  organization  for  a  comhination  of  units.  Many  large-scale  com- 
panies, even  if  they  are  not  contemplating  or  have  not  recently  been  en- 
gaged in  a  "combine"  or  "merger",  are  faced  with  the  question  of  the  con- 
trol from  a  central  office  of  subsidiary  companies  or  of  branches  establish- 
ed in  new  territories. 

The  extent  to  which  the  structure  of  business  has  been  changing  in  recent 
years  in  the  direction  of  combination,  that  is  to  say.  of  the  establishment 
of  some  sort  of  ;>  3  tral  control  over  groups  of  formerly  independent  trading 
units,  was  described  in  the  first  report  of  this  series  recently  published 
by  the  International  Management  Institute.*  This  report  also  emphasized 
the  complexity  of  the  different  types  of  structure  which  are  developing, 
and  suggested  some  of  the  administrative  problems  created  as  a  result  of 
this  movement. 

It  is  apparent  from  the  variety  of  practice  between  different  groups,  the 
frequent  changes  of  organization  policy  encountered  even  in  some  of  the  most 
successful  combination,  and  the  large  losses  sustained  in  certain  instances, 
that  those  who  are  responsible  for  their  administration  themselves  recognize 
that  the  knowledge  end  collective  experience  as  to  the  principles  which  should 
underlie  combination  organization  is  at  present  inadequate.  In  some  cases 
chiefs  of  large  concerns  are  handicapped  by  an  organization  structure  which  is 
so  much  centralized  that  the  demands  on  their  time  to  settle  routine  matters 
prevent  them  from  being  free  to  give  adequate  consideration  to  the  more 
important  problems.  In  other  cases,  the  organization  is  so  decentralized 
that  adequate  data  on  which  to  base  administrative  decisions  is  not  available, 
or  there  is  no  certainty  that  such  decisions  when  made  will  be  carried  out 
effectively  "by  the  scattered  Tinits  which  make  up  the  combinatioUo  Yet,  while 
the  difficulty  of  framing  efficient  mechanisrasto  coordinate  administrative 
control  increases  with  the  size  of  the  undertaking,  it  also  becomes  more 
essential  that  such  mechanisms  shall  be  established  if  it  is  to  compete 
successfully  with  concerns  of  smaller  size. 

It  is  a  truism  that  the  problems  of  every  combination  differ  from  those 
of  every  other  in  certain  respects.  But,  in  every  case  where  affairs  are 
conducted  by  a  number  of  individuals  working  together  for  a  specified  purpose, 
certain  common  problems  and  principles  emerge.   Individuals  who  have  had 
some  comparative  experience  of  sudi  problems  obtain  a  basis  of  experience 
applicable  to  other  cases. 

Many  of  the  questions  which  arise  in  the  administration  and  management  of 
industrial  combinations  are  capable  of  such  comparison.  There  are  such 
psychological  problems  as  i)  the  establishment  of  satisfactory  relationships 
between  the  central  office  officials  and  the  managers  of  the  subsidiaries 
or  branches;  ii)  determination  of  the  degree  of  delegation  of  authority 
and  responsibility;  iii)  the  best  methods  of  allocating  salaries  and  rewards 
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Iv)  the  scheme  of  promotion  to  adopt;  v)  the  coordination  of  administrative 
control  throTigh  the  exchange  of  Blrectcrs  on  the  hoards  of  the  comhlned  com- 
paniesc  or  the  estahlishfnent  of  Joint  coramltteeso   There  are  financial  problems, 
such  as  i)  inter'-company  eu:coiinting  and  costing  methods,  ii)  the  control  of 
Branch  ejqpendlture,  and  the  iise  of  "budgets^   On  the  prodiiction  side  there  are 
the  prohlems  of  l)  centralized  or  decentralized  manufacture;  11)  the  relative 
advantages  of  large-scale  product ion »  or  of  the  avoidance  of  freight  duties, 
and  the  numerous  other  reasons  which  may  make  local  manufacturing  more  economic^ 
ill)  the  method  of  arranging  for  and  coordinating  research  and  experimental  work. 
On  the  distribution  side  arise  such  points  as  i)  the  comparative  efficiency  of 
advertising  In  national  and  local  newspapers^  H)  types  of  market  research 
applicable  to  different  products j  ill)  relations  between  design  and  saleability; 
Iv)  methods  of  packagii^  and  presentation.  The  questions  selected  are  of  course 
only  typical?  there  are  many  otherso   The  contention  that  the  universal  chsraxj- 
ter  of  these  questions  makes  comparative  consideration  worth  while,  is  confirmed 
by  the  fact  that  in  Ei^land  the  leaders  of  some  of  the  largest  Industrial  com- 
binations have  formed  a  discussion  group  on  this  subjecto 

But  discussion  needs  to  be  supplemented  by  written  descriptions  of  the  organiza- 
tion and  methods  of  administration  pnd  management  actually  adopted  in  certain 
selected  industrial  combinations o  Students  of  business  may  thus  obtain  a  clearer 
understanding  of  the  type  of  Industrial  structure  which  is  being  developed  at 
the  present  day,   A  body  of  experience  will  be  recorded  which  will  be  available 
for  those  in  all  parts  of  the  world  engaged  on  problems  of  a  slralla-r  character. 
Gradually,  such  information  should  bring  to  light  certain  f^eneral  principles  which 
may  assist  in  those  cases  where  the  reorganization  of  industrial  concerns  into 
larger  groups  makes  necessary  the  overhaulir^  of  administrative  mechanisms  and 
provides  an  opportunity  for  the  introduction  of  more  efficient  methods  of 
organizationo  It  is  the  purpose  of  this  report  and  of  others  which,  it  is  hoped, 
will  follow  It  to  provide  such  a  basis  for  inductive  study  of  the  problems  of 
combination  adml nl strati on » 

B.  MUTHOD  OF  THE  INVESTiaATION. 

In  conducting;  an  enquiry  into  methods  of  organization  and  administration  the 
name  or  precise  products  of  tbe  combination  concerned  «re  not  matters  of  vital 
importance,  any  more  than  in  discussing  engineering  principles  it  is  necessaiy 
to  know  where  a  particular  bridr^e  is  to  be  constructed  or  the  name  of  the  firm 
which  has  obtained  the  contract o   Indeed  there  is  a  danger  that  identification 
may  lead  to  the  introduction  of  personal  or  business  prejudices  disturbing 
to  the  objectivity  which  should  govern  all  scientific  enquiry o   The  present 
study  was  made  by  an  investigator  who  has  no  connection  with  the  company  con- 
cerned „   It  was  however  carried  out  with  the  full  cooperation  of  the  management. 
The  Institute  is  extremely  grateful  to  the  Company  for  making  the  necessary  data 
available  and  for  the  patience  with  which  many  of  its  staff  made  time  for 
personal  interviews  in  which  to  describe  the  functioning  of  the  company's  organ- 
ization 5md  to  discuss  its  probleraso 

The  investigation  was  made  in  March  and  April  of  1931,  and  this  report  gives 
as  far  as  is  possible  a  description  of  the  organization  of  the  combination  as 
it  was  at  that  date„   The  company  has  subsequently  Joined  vith  another  large 
combination  engaged  in  the  same  trade,  and  a  holding  company  has  been  set  \i^   to 
control  and  coordinate  the  two..  Hence  the  orgpnizatlon  has  changed  considerably 
since  this  reoort  was  drafted^  but  this  does  not  affect  its  interest  from  a 
scientific  point  of  view   At  the  time  when  the  investigation  was  made,  the 
negotiations  for  the  merger  were  not  yet  completed,  and  the  resulting  changes 
in  organization  had  not  been  initiated.  At  this  time,  the  company  possessed 
features  which  are  typical  of  many  groups  of  Industrial  enterprises  where  a 
number  of  raanufacturinr,  and  selling  units,  in  the  home  country  and  abroad, 
are  under  the  control  of  a  central  unit.  The  report  attempts  to  give  a  picture 
of  the  ray  in  which  such  a  group  actually  operates  in  practice  ^nd  of  some 
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of  the  problems  which  emerge.  The  accuracy  of  such  a  description  as  a  record 
of  fact  must  necessarily  suffer  from  the  difficulty  of  attempting  to  describe 
in  static  terms  so  dynamic  a  phenomenon  as  a  progressive  industrial  organization. 

The  method  adopted  was  to  collect  and  study  the  available  date  with  regard  to 
the  history  and  financial  position  of  the  company,  to  its  development,  and  the 
relation  of  its  developnent  to  that  of  the  industry  as  a  whole,  Hext  the  inves- 
tigation examined  such  written  material  as  would  throw  light  on  the  internal 
organization  of  the  company,  as  for  example,  organization  charts ^  minutes  of 
conferences  and  committees,  reports  from  branches,  and  so  ono   Finedly,  per- 
sonal interviews  and  discussions  with  executives  were  used  to  discover  how  far 
the  organization  In  practlc,^   ctually  works  in  accordance  with  its  theoretical 
piano  Any  opinions  which  are  expressed  thus  represent  the  impressions  received 
by  an  outsider  from  conversations  with  a  number  of  different  officials  of  the 
company,  and  not  the  views  of  any  one  executive o 

To  obtain  the  foundations  on  which  to  base  the  special  queries  with  which  this 
Investigation  was  started,  it  was  necessaiy  to  obtain  a  general  picture  of  the 
or-^anizatlon  and  a  knowledge  of  the  history  end  of  the  class  and  area  of  trading 
of  each  of  the  various  units  which  go  to  make  up  the  combination;  of  the  activi- 
ties of  the  central  office,  the  composition  of  the  staff,  and  the  functions  of 
all  its  chief  members^   The  enquiry  was,  however,  concentrated  particTilarly  on 
a  study  of  that  part  of  the  organization  of  the  company  concerned  with  the 
relationshit)s  between  the  central  control  and  the  various  subsidiary,  allied  and 
associated  companies  and  branches.  This  covered  such  questions  as, the  degree  of 
administrative  control  exercised  by  the  central  Boc.j  ?.  and  the  degree  left  to  the 
managers  of  the  constituent  units;  the  machinery  by  which  administrative  decisions, 
whether  centralized  or  decentralized,  were  made;  how  fax  routine  matters  were 
left  to  the  local  units;  what  type  of  relationships  existed  between  the  head  office 
departments  and  the  managers  of  subsidiary  units,  and  what  was  the  degree  of  their 
authority?  Further,  what  reports  were  received  at  the  central  office  from  the 
various  unit  of  which  the  company  is  composed,  to  whom  were  they  sent,  and  who 
read  them?  What  was  the  policy  of  the  company  with  regard  to  the  appointment  of 
the  staff  of  the  subsidiaries  and  the  control  of  their  finances?   The  underlying 
trend  of  these  queries  was  to  discover,  to  what  degree  the  administrative  control 
of  the  combination  is  centred  in  the  Board  and  chief  executive  officers,  or  to 
what  degree  questions  of  policy  are  left  to  the  managers  of  the  constituent  units; 
and  in  the  case  of  each  of  the  main  functions  of  the  business ^  which  sire  central- 
ized at  the  head  office,  and  which  carried  out  at  the  branches? 

II.pBSCRIPTION  0?  THE  COMBINATION  SSLgCTSD  FOR  THE  HmSSTIGATION. 

A.   HISTORy  AND  TTPB  OF  OPERATIONS. 

The  combination  which  was  chosen  as  the  first  of  this  series  of  investigations 
and  which  we  shall  call  the  X  Company,  Ltdo ,  is  registered  and  has  its  head° 
quarters  and  main  factories  in  England,  It  is  engaged  in  the  manufacture, 
largely  on  mass  production  lines ^  and  the  sale,  under  well-known  trade-marks, 
of  a  luxury  product  used  chiefly  for  doraestie  purposes,  together  with  a  number 
of  related  and  accessory  products.  The  company,  which  is  itself  controlled  "by 
American  interests  which  hold  the  majority  of  the  issued  capitsd,  carries  out 
its  operations  through  a  number  of  subsidiary i>  associated,  allied  companies, 
branches,  and  loced  distribution  agents.  Its  distributive  organization  covers 
the  world  with  the  exception  of  North  end  South  America,  China  and  Japan,  from 
which  it  is  excluded  by  a  trading  agreement , 

Some  indication  of  the  scale  of  operations  of  this  company  may  be  given  by  the 
following  figures:-- 

for  the  year  to  March  31,  1931,  the  turnover  of  the  company  amounted  to  /4, 422,296; 
the  issued  capital  being  ^3,300,000.  The  number  of  enqployees  at  the  central 
offices  and  factories  war  5,634,  which  represents  a  falling  off  of  over  1,000 
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from  the  previous  year,  as  a  result  of  the  trade  depression.  The  compaiiy'B 
exports  of  the  two  chief  products  in  which  they  trade,  amounted  to  over  50^ 
of  the  total  exports  from  the  country . 

The  company  was  first  registered  in  1899  and  early  developed  connections  with 
other  cornpanles  on  the  continent  of  5!urope,  A  merger  was  effected  in  1900 
with  an  English  company  engaged  in  the  same  lines  of  production.  The  present 
factory  buildings  were  started  in  1907^  The  growth  of  the  head  office  and 
central  plant  is  indicated  by  the  following  figures s- 


1908, 


1930. 


Uumher  of  employees  ......    262      3^318     6,890 

Total  working  area  (sq.ft.)  111,681    612,286   1,265,121 

In  addition  to  rapid  development  at  home,  the  company  has  been  engaged  in 
building  up  its  foreign  sales  organization  and  recently  has  also  developed  a 
number  of  factories  abroad  to  meet  the  needs  of  its  foreign  companies  and 
branches* 

A  number  of  technical  inventions  have  chaiged  the  industry  to  a  considerable 
extent  in  the  last  six  years  and  have  caused  the  company  to  enter  into  the 
manufacture  of  a  new  and  related  line  of  products..   In  1929  control  was  acquired 
over  another  English  company  which  was  engaged  in  the  manufacture  and  sale  of 
this  new  line.  The  factories  belonging  to  this  company  are  directed  by  the 
central  production  department  of  the  i^ar^nt  concern,  and  are  worked  in  close  co- 
operation with  them.  The  new  company,  however,  maintained  its  separate  legeJ 
identity 9  and  in  this  report  will  be  called  the  Z  Company,  Ltd,  It  continued  to 
operate  as  a  selling  organization,  using  its  own  name  and  trade-marks.  On  the 
whole  the  X  Company  has  had  a  remarkably  successful  record  in  regard  to  its 
profit  earning  capacity.  Tigures  of  financial  results  are  given  in  Appendix  I. 

B.  UNITS  0?  WHICH  THE  COMBINATION  WAS  COMPOSED  AT  THE  TIME  OF  THE  ENqaiHT, 

1.  Head  Offices. 

The  head  offices  of  the  company  were  situated  at  the  site  of  the  main  fac- 
tories. This  is  the  seat  of  the  genereJ,  administration  of  the  combination, 
of  the  chief  executive  departments  and  of  the  operation  of  the  main  factories. 
Employees  at  the  head  office  numbered  1,463  in  March  1931, 


The  administration  of  the  company  was  carried  out  through  a  Board  of  Directors 
including  a  Managing  Director  who  was  responsible  to  it  for  general  policisB. 
Reporting  to  the  Managing  Director  was  a  General  Manager  responsible  for  all 
the  routine  operations  of  the  company.  He  was  assisted  by  an  Executive  Com- 
mittee composed  of  the  managers  of  the  chief  departments  which  dealt  with 
matters  of  policy  not  sufficiently  important  to  be  referred  to  the  Board.  To 
the  General  Manager  reported  the  executives  in  charge  of  each  of  the  main 
departments  into  which  the  operations  of  the  company  were  divided,  and  the 
managers  in  charge  of  the  branches  and  subsidiary  ccKiipanies=,   There  were  six 
chief  executive  departments  of  the  head  office,  viZo,  General  Managers'  Depart 
ment,  Secretarial  Department;,  Controller's  Department,  Works  Managei*8  Depart- 
ment, Product  Engineering  (researi;h)  Department ^  and  a  department  in  charge  of 
the  production  and  sales  of  an  accessory  necessary  for  use  with  the  conpanlAg* 
productSf  the  sales  of  which  formed  an  important  part  of  the  companies'  business. 
This  accessory  will  be  ref-'f-.Mi  to  as  Product  "A". 

2o  ^ctories^ 

a)  Home  factorieso   The  main  factory  with  some  4t,165  workers  was  responsible 
for  the  major  part  of  the  company "s  production  and  supplied  the  branches  which 
sold  in  the  United  Kli^domo  It  also  shluDed  to  some  foreifirn  distributors,  and 


supplied  foreign  factories  with  -oarts  for  assembly  purposes=   The  total  floor 
area  covered  by  the  factories,  head  office  *nd  sundry  buildings  such  as 
garages,  canteens,  stores,  etc.,  was  30  acres. 

A  second  factory,  some  thirty  miles  from  the  main  factory,  was  -Iso  operated 
by  the  company.  This  factory  r>reviously  belonged  to  the  Z  Company  and  manu- 
factured a  separate  line  of  products  subsequently  used  in  conn-'-ction  with 
those  of  the  X  Coi/rpany.  The  two  home  associated  companies  each  had  smaller 
factories  engaged  in  the  manufacture  of  parts  used  in  the  Z  Co.upany's  product. 

b)  Foreign  Factories,  There  were  7  factories  abroad  under  the  direction  of 
the  X  Company,  and  one  other  which  was  operated  by  one  of  the  foreign  associat- 
ed companieso  These  factories  were  eng^ie-ed  primarily  in  assembly  work,  the 
parts  being  manufactured  at  the  central  factories.  They  also  made  Product  "A". 
The  number  of  workers  employed  in  these  seven  factories  was  approximately  1,056. 
These  factories  were  supervised  by  the  managers  of  the  branches  in  the  terri- 
tories in  which  they  operated.  There  was,  however,  a  foreign  factories  depart- 
ment at  the  central  office  responsible  for  the  construction  of  overseas 
factories  and  for  general  control  of  technical  progress  when  they  were  in  oper- 
ation. 

3«  Distribution  Organiza^on„ 

In  addition  to  its  head  office  ard  main  factories,  the  com-oany  carried  out 
its  operations  through  the  following  branches ^  agents  and  related  companies:- 

a)  Head  Office  Branches,  There  was  one  branch  in  En^rland  and  two  overseas. 
These  weres-the  English  branch,  which  had  its  independent  offices,  operated 
six  retail  shops ^  and  through  some  3,000  dealers  was  responsible  for  the 
company's  sales  throughout  the  United  Kin^^dom,  Ireland  and  the  Channel  Islands. 
The  branch  obtained  all  manufactured  goods  from  the  central  factory.   Staff 
employed  by  the  branch  numbered  235,  and  in  the  retail  shops  which  were  under 
their  direction  87.  The  two  branches  overseas  were  both  resnonsible  for  the 
operation  of  a  factory  and  for  distribution  within  the  areas  which  they  covered. 

b)  Subsidiary  Companies  (100^^  owned).   There  were  nine  subsidiary  companies, 
two  registered  in  Ore^-t  Britain,  the  others  in  foreign  countries.  Of  the  two 
former,  one,,  the  Y  Company,  Ltd.,  with  a  sellii^  organization  quite  independent 
of  that  of  the  X  Company,  Ltd.,  marketed  through  wholesalers,  factors  and 
jobbers,  and  under  a  separate  trade-^mark  both  in  England  and  abroad,  products 
of  a  cheaper  quality  than  those  produced  by  the  X  Coranany.  This  company  had 
its  own  sales,  advertising,  and  accounts  departments,  but  used  the  factories 

of  the  X  Company,  also  their  shipping  and  technical  departments. 

The  second,  the  Z  Company,  which  was  started  in  1922,  came  under  the  control 
of  the  X  ComT)any  in  1929.  The  factory  was  operated  directly  under  the  super- 
vision of  the  Works  Manager's  department  at  the  head  office,  and  an  attempt 
was  made  to  combine  the  selling  organization  with  that  of  the  parent  concern. 
This,  however,  resulted  in  the  falling  off  of  sales  of  both  corapanies,  and  the 
Z  Company  then  operated  an  inder^endent  sales  organization,  which  distributed 
through  factorisand  dealers  in  the  United  Kingdom  and  abroad. 

The  other  seven  subsidiaries  were  each  started  by  the  X  Company  to  carry  on 
its  distribution  in  the  foreign  countries  in  which  they  operated  when  the 
business  became  of  a  size  to  be  worth  taking  out  of  the  hands  of  local  agents. 
Started  primarily  as  sales  branches  all  but  one  operated  as  well  at  the  date 
when  the  investigation  took  place. 

c)  Associated  Companies  (51^  to  100^  controlled).  There  were  two  foreign 

ascociated  companiesi,  one  engaged  in  distribution  alone  and  the  other  in  both 
production  and  distribution.  In  both  cas-'s  the  remainder  of  the  share  capital 
was  held  by  the  local  managers^  and  there  was  little  difference  in  the  re- 
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lationshl-os  'between  these  companies  and  the  X  Compaijy,  find  that  of  the 
suhsidiaries  end  hr^nches,  save  perhaps  th?3t  they  were  le  f  t  a  somewhat 
greater  independence  of  action  hy  the  central  office, 

d)  Allied  Companies  (50^  or  less  controlled) c   There  were  three  allied 
companies s,  two  in  England  which  were  engaged  in  the  production  of  parts 
which  are  used  in  the  Z  Company's  machines,  and  also  sold  independently. 
The  X  Company  did  not  interfere  with  their  operations,  save  that  its  re- 
presentatives sat  on  the  "board  of  each  company.  The  third  allied  company 
was  formed  "by  one  of  the  foreign  distribution  agents,  and  the  X  Company 
bo\ight  an  interest  in  it  and  an  option  on  the  reinainder  of  the  shares  on 
the  death  of  the  manager „  It  took  supDlies  from  the  central  factory,  but 
in  its  distribution  policies  was  practically  as  Independent  as  the  local 
distributing  agent So 

4 „  Countries  Covered  by  the  Companies"  Operatlonsp. 

There  were  subsidiary ^  associated  or  allied  companies  or  branches  in  the 
following  countries^  United  Kingdom,  India,  Australia^  Prance,  Germany, 
Spain,  Denmark,  Sweden,  Czecho-Slo/akia,  Turkey.  Holland,  New  Zealand  and 
Italyo 

In  the  following  countries „  distribution  was  carried  on  through  local 
agents i  Egypt,  Sudan,  Greece,  British  West  Africa,  Syria,  Turkey,  Madeira, 
Crete  Portugal,  Gibraltar,  South  Africa.  Malta  Cyp^.!-  Palestine,  British 
Bast  Africa  and  Switaerlando 

Note.  Following  the  custom  of  the  company,  and  unless  stated  otherwise, 
in  this  rer)ort  the  term  •'Blanches"  is  used  to  cover  branches  and 
subsidiary  end  associated  companies,^  and  the  tei-m  "Branch  Manager* 
for  the  individual  responsible  for  the  operations  of  each  of  these 
unitso 

XXI.  c  ^ffl  AIMINISTRATION  OT  TM  _0_QICBlNATIOHa. 

Ao POLICIES  CONCEHNINO  THE  CONSTITUENT  UNITS» 

1 «  M^t^sl„Poll  Q;^^i^h  ^re,gard  ^to  _the  _^^ 

The  policy  of  the  administration  in  the  past  has  ^andoibtedly  been  to  leep  a  . 
highly  centralized  control  over  the  operation  of  all  the  units  within  the 
combination.  Not  only  were  all  administrati-?re  decisions  relating  to  the 
combination  as  a  whole  centralized,,  but  also  all  questions  of  policy  relating 
to  the  operation  of  any  one  of  the  branches:  For  example,  all  questions  cf 
development  poiiey\  such  as  the  starting  of  a  factory  or  the  opening  of  a 
new  retail  store„  would  be  referred  to  the  central  administration,  who  also 
controlled  the  retail  and  wholesale  prices  In  each  country  and  important 
sales  policies,  as  for  example^  the  commissions  to  be  paid  to  dealerso  This 
central  supervision  of  contioi  was  applied  not  only  to  masters  of  a  purely 
adrainistxative  nature,  but  also  to  questions  which  related  really  to  the 
routine  operation  of  the  branches o  Furthei .  so  many  questions  had  to  be 
referred  to  the  (central  office,  that  the  Branch  Managers  had  come  to  feel 
that  there  was  practically  no  Important  decision  which  could  be 
own  authority,  and  it  had  become  a  habit  to  refer  constantly  to 
of  the  head  office  staff  on  matters j  many  of  which  weie  only  of 
local  importance. 


' » 


taken  on  thetr 
one  or  other 
minor  and 


Besides  general   questions   of  administrative  policy.,   the  operations  of  the 
combination  were  especially  highly  centralized  with  regard  to  questions  of 
l)  finance  and  expenditures   il)   research^   iii)   the  design  and  development 
of  nev/  productso   iv)   the  control  of  production  methods^   v)   the   sources  of 
supply  of  materialsp  vl)   the  appointment  of  the  higher  personnelo     The 
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branches  were  given  greater  independence  in  quest; 3n  of  l)  sales  methods 
and  of  advertising  (within  the  limits  of  an  allotment  for  expenditure  on 
advertising  which  is  determined  centrally);  ii)  office  managemsnt;  iii)  ac- 
counting; iv)  the  purchase  of  s^i^rplies;  v)  relations  with  labour. 

The  branches  were  started  primarily  as  distribution  centres,  and  the  attitude 
of  thejifcorapany  towards  them  was  partly  a  result  of  the  habit  of  regarding  them 
as  such.  Hence  it  was  assumed  that  the  general  development  of  the  company, 
and  the  design  and  manufacture  of  as  technically  perfect  a  product  as  possible 
were  the  functions  of  the  central  office  and  factory.  It  was  the  function  of 
the  branches  to  sell  the  product  that  was  handed  out  to  them,  largely  on  the 
theory  that  if  it  was  a  good  product  it  would  sell  itself,  without  detailed 
reference  to  ^parent  differences  in  local  demand  for  style  and  type„  When 
the  foreign  factories  were  started,  little  difference  was  made  in  this  policy 
of  centralized  planning.  The  decisions  to  start  the  factories  was  nade  cen- 
trally, and  their  building  was  directed  from  a  central  planning  department. 
They  were  built  as  far  as  possible  on  standard  lines,  and  to  carry  on  produc-- 
tlon  on  the  methods  which  had  already  been  standardized  at  the  central 
factories. 

This  account  applies  to  the  policy  of  the  company  towards  its  branches,  sub- 
sidiary and  associated  companies  at  home  and  abraodo  It  does  not  apply  to 
the  three  allied  companies  in  which  the  combination  held  only  a  minority 
interest.   In  the  case  of  the  two  of  these  companies  which  had  their 
headquarters  in  England,  no  attempt  was  made  to  control  their  operations, 
but  a  general  supervision  over  their  policies  was  exercised  by  one  of  the 
members  of  the  staff  of  the  combination  who  was  on  the  Boards  of  both  com- 
panies. This  executive  was  in  charge  of  the  sales  of  machines,  and  was 
formerly  manager  of  the  Z  Company ^  for  which  company  both  the  allied  com- 
panies manufactured  certain  partSo  In  the  case  of  the  foreign  allied  company, 
the  combination  was  not  directly  represented  on  its  Board,  but  close  contact 
was  kept  by  correspondence  and  personal  visits  between  the  staff  of  this 
company  and  the  central  office, 

2.  Policy  with  regard  to  the  staffing  of  Constituent  Units, 

The  manfigers  of  the  branches  were  appointed  by  the  General  Manager  of  the 
parent  company,  and  were  responsible  to  hira=  The  policy  of  the  company 
as  a  general  rule  was  to  appoint  as  branch  manager,  either  a  national  of 
fhe  country,  or  an  Englishman  who  had  been  resident  there  for  some  time 
and  was  well  acquainted  with  the  lanf^i^e  and  custwoFOf  the  people.  The 
factory  manager  and  the  few  chief  executives  at  each  branch  were  appointed 
by,  or  with  the  approval  of,  the  central  office.  Other  appointments  were  made 
locally.  The  branch  managers  were  paid  a  salary  fixed  by  the  General  Manager, 
and  in  addition  a  commission  as  a  reward  for  the  sxrcessful  operation  of  the 
branch.  Itwas  estimated  on  the  sales  and  expenses  of  the  branch.  In  some 
cases  the  Second  in  Command  at  the  branch  also  received  a  share  in  the  com- 
mission. 

There  was  a  rule  that  any  increases  in  the  numbers  of  the  staff  at  the  branches, 
any  appointment  Involving  a  salary  over  ^260  per  annum,  and  any  increase  in 
the  saiaiy  of  a  member  of  the  staff  over  this  amount,  had  to  receive  the 
sanction  of  the  central  office. 

The  department  of  the  central  office  which  was  in  charge  of  the  foreign 
factories  had  a  definite  scheme  of  training  for  the  factory  man/^ers  who 
were  sent  overseas o  The  policy  in  the  case  of  the  factory  managers,  unlike 
the  case  of  the  branch  managers.,  who  were  in  charge  of  the  selling  side  of 
the  business,  was  usually  to  engage  an  Englishman  who  was  either  a  university 
man,  or  at  any  rate  had  a  good  technical  education  and  had  also  a  knowledge 
of  language So   These  candidates  were  given  an  Intensive  training  lasting 
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over  at  least  a  six  months''  psriod^  In  the  central  factories  t^6. 
offices.   This  trainings  concentrated  especially  on  each  detail  of 
the  technical  process  of  productions   The  operations  of  each  depart-^ 
ment  were  watchedg  and  detailed  reports  written  of  each.  After  this 
trainingj  the  candidates  if  satisfactory,  were  sent  out  to  the  foreign 
factories  as  maa^ger  or  assistant  manager^  The  selection  and  appoint- 
mert  of  such  men  was  undertaken  mainly  "by  the  foreign  factories  depart- 
ment ^  in  so-e  cases  with  the  assistance  of  %h%  personnel  department « 

There  was  no  formal  scheme  for  grading  the  various  ranks  of  executives 
nor  any  formalized  promotion  policy.  A  central  personnel  department 
had  heen  started  with  the  idea  of  effecting  coordination  hetween  the 
policies  of  the  various  departments  and  tranches  on  questions  of  salary, 
and  of  facilitating  transfers  of  staff.   Periodically  it  had  collected 
records  of  t>ie  n\arahers„  positions ^  history  and  q\ial if i cations  of  the 
higher  personnel  throughout  the  combination,  but  these  do  not  appear 
to  have  been  used  to  any  great  extent,  nor  were  they  maintained  regularly. 
Transfers  of  staff  from  one  part  of  the  combine  to  another,  or  as  between 
the  central  office  and  the  branches  took  place  sometimes  though  not  very 
frequently.,  All  such  appointments  were  approved  by  the  General  Manager 
himself^ 

It  was  the  policy  of  the  company  as  far  as  possible  to  make  transfers 
as  opposed  to  taking  on  nev7  staff  from  outside.  But  there  had  been 
several  appointments  within  the  previous  few  years  to  some  of  the  high- 
est executive  posts  which  hed  been  filled  from  outside  the  Company. 
This  was  possibly  due  to  the  lack  of  a  formal  promotion  scheme,  or  to 
the  fact  that  in  the  past  adequate  consideration  had  not  been  given  to 
the  training  of  successors  for  the  chief  executive  posts, 

3.  ypliqy  Y.-ith  regard  to  Fin-ance. 

The  policy  of  the  company  had  been  to  keep  a  very  close  central  control 
over"  finance,  both  in  regard  to  the  initiation  of  projects  involving 
expenditure  at  the  branches,  and  also  with  regard  to  the  current  funds 
actaally  handled  by  them^ 

All  new  capital  or  bank  loans  for  the  financing  of  the  combination 
were  raised  centra.lly,  either  by  the  company  itself  or  inhere  legal 
or  national  requirements  made  it  advisable,  by  a  nominee  of  the  company, 
in  the  n-'me  of  the  subsidiary.   The  capital  of  the  combination  was  all 
centrally  controlled,  axus  for  all  capital  expenditures  being  sent  from 
the  central  office  every  month  in  accordance  with  the  agreed  allotments. 

In  Tetr^vdi   to  every -day  expenditure,  the  Bianch  Manager  sent  in  an 
estimate  of  requirera<^nts  every  month,  and  funds  were  transferred  from 
the  central  office  to  riMet  these  requirements.  The  system  of  control 
over  branch  funds  ws  as  followss- 

Svery  branch  maintained  two  separate  bank  accounts.   One  was  a  deposit 
account  held  in  the  name  of  the  X  Conpan^v,  in  which  all  receipts  were 
deposited.   Funds  could  only  be  transferred  fro:n  this  account  against 
signatures  f^om  the  central  office.  Surpluses  were  transferred  to  the 
X  Company's  TCnglish  bank  every  months   It  was  the  policy  of  the  company 
not  to  leave  surpluses  lying  idle  in  foreign  banks  any  longer  than  was 
necessary. 

The  second  account  was  held  in  the  name  of  the  Branch  Manager,  and  usually 
of  one  or  tro  others  of  the  branch  staff,  and  funds  were  transferred  to 
it  for  the  operation  of  the  branch  every  month,  either  by  drawing  on  the 
Company's  account  at  the  local  bank  or  by  draft  from  England. 

With  regard  to  capital  expenditi^res.  the  Brflnch  Mnnagers  were  only  em^- 
powered  to  grant  on  their  own  initiativep  expenditure  up  to  /i25c  Any 
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projects  requiring  more  than  this  amount  had  to  be  referred  to  the 
central  office  where  they  were  reviewed  by  the  Finance  or  Bxecutive 
Committee  according  to  the  amounts  required.  Once  the  project  had  been 
approved,  allowances  in  respect  of  it  were  made  to  the  branch  each  month 
through  the  controller's  department, 

1!very--day  expenditure  was  controlled  through  a  monthly  report  sent  in  from 
each  of  the  branches  summaridng  the  expenditure  for  the  past  month,  and 
the  estimated  requirements  for  the  ensuing  month,  together  with  a  comparison 
with  the  actual  eaqpenditure  for  the  corresponding  month  of  the  previous  year. 

In  addition  to  the  forecast  of  cash  requirements,  an  estimate  of  sales  for 
the  ensuing  half  year  was  sent  in  by  the  branches  every  three  months. 

The  policy  of  the  company  with  regard  to  inter-^company  accounts  had  recently 
been  chsnged.   Previously  the  brancheshad  invoiced  goods  directly  to  each 
other,  at  varying  prices.   This  led  to  a  certain  amount  of  confusion  as  to 
where  profits  were  really  being  made.  All  dealings  as  between  one  branch 
and  another  were  therefore  treated  as  thou^  they  were  with  the  central  office 
and  were  invoiced  directly  to  the  head  office  at  cost  price.   Goods  were  always 
invoiced  to  the  branches  from  the  central  office  at  cost  price,  at  which  price 
ad  valorem  freight  or  tariff  charges  were  estimated.  This  constituted  the 
factory  price  and  did  not  include  an  allowance  for  the  expenses  of  the  head 
office.  Since  all  the  profits  from  the  subsidiaries  and  branches  were  paid 
direct  to  the  company  it  was  not  important  where  the  profits  were  shown,  and 
no  attempt  was  made  to  evaluate  the  work  done  by  the  head  office  for  each  of 
the  branches. 

4.  Recent  Changes  in  Administrative  Policy^ 

The  policy  of  the  combination  with  regard  to  the  control  of  general  administra- 
tive  policies,  and  also  of  the  primarily  administrative  activities  of  staffing 
and  financing,  has  been  shown  to  have  been,  on  the  whole,  in  favour  of  a 
close  degree  of  central  supervision. 

It  was  noticeable  however,  that  at  the  time  of  the  Investigation  these  policies 
had  been  undergoing  certain  changes,  and  there  was  a  tendency  both  to  give 
the  branch  managers  a  greater  share  in  framing  the  policies  of  the  company, 
and  also  to  decentralise  the  act\ial  control  and  operation  of  certain  activities. 

Some  of  the  members  of  the  central  office  staff  anticipated  that  much  greater 
changes  would  soon  be  made  in  this  direction,  and  that  the  branch  managers 
Bould  be  given  fuller  data  as  to  the  general  progress  and  policies  of  the 
company,  and  fuller  information  as  to  the  costs  and  operations  of  the  central 
office  and  factories,   Thgr thought  that  they  would  be  given  complete  res- 
ponsibility to  carry  on  the  administration  andc management  of  the  combination 
in  their  own  area,  without  central  supervision  unless  the  results  of  their 
activities  were  unsatisfactory.   Instead  of  detailed  instractions  from  the 
central  factory  as  to  the  design  and  methods  of  manufacture  of  the  product, 
the  branch  managers,  eqaijjped  with  better  technical  assistants  than  formerly, 
would  be  left  free  to  adapt  the  designs  for  improvements  in  the  product  and 
for  new  products  as  sent  to  them,  to  the  needs  of  their  localities;*   They 
would  be  free  also  to  fix  their  own  prices,  and  to  concentrate  on  the  manu- 
facture of  those  machines  which  would  seem  best  adapted  to  the  local  demand, 

and  to  sell  them  according  to  their  own  methods^   Opinions  differed  as  to 
whether  so  great  a  degree  of  decentralization  was  at  the  moment  desirable, 
but  there  seemed  to  be  general  agreement  that  some  change  was  needed*  Some 
of  the  members  of  the  central  office  staff  felt  that  such  a  change  must 
necessaiily  be  brought  about  gradually »  and  that  the  views  of  the  branch 
managers  in  certain  matters  had  not  proved  sufficiently  in  accord  with  those 
of  the  central  office  for  it  to  be  advisable  to  allow  them  too  much  freedom 
in  the  framing  of  policies.  For  instance,  attention  was  called  to  a  tendency 
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for  then,  to  neglect  the  point  of  view  of  the  long  run  interests  of  the 
"business  in  consideration  of  ini-.ediflte  returns.  The  branch  raflnrger  would 
prefer  to  h^ve  a  new  irtodel  ns  early  as  possible,  in  order  to  ,ret  it  "before 
a  competitor  had  "brought  out  a  similar  design,  while  the  central  ©drainistra-* 
tlon  was  more  concerned  with  maintaining  the  reputation  of  the  company  for 
quality  and  was  not  in  favour  of  "bringing  out  the  new  machine  until  it  had 
"been  technically  perfected.,   Such  differences  arose  partly  from  the  fact 
that  the  "branch  man?5gers  rerc  primarily  salesmen  and  were  not  expert  in  the 
technical  aspects  of  th«  "business„  They  would  to  a  certain  extent  "be  re- 
moved if  the  "branches  were  each  provided  v.'ith  a  highly  trained  technical 
assistant.  Partly  they  v/er'»  p.   result  of  the  fact  that  in  some  cases  the 
interests  of  the  tranches  and  of  the  combination  as  a  whole  were  not 
identical,  as  for  instance  where  a  branch  manager  could  make  economies  by 
raanufflcturing  a  certain  product  locally  whereas  the  central  staff  knew  that 
if  manufacture  was  decentralized  costs  of  production  for  the  combination  as 
a  whole  would  riseo   Ther^  were  other  difficulties,  naturally,  in  the  way  of 
effecting  such  a  change  in  the  general  attitude  of  the  company.  The  habit 
of  constant  reference  to  the  central  office  established  among  the  branch 
managers  would  prove  persistent.  To  reduce  existing  authority  must  be  a 
delicate  ope  rati  on=.  Under  the  new  arrangements  the  central  office  staff 
would  have  to  give  up  a  portion  of  their  control.  They  must  accustom  them- 
selves to  watch  without  interference  the  initiation  by  the  branches  of  policies 
with  which  they  might  not  be  in  accordo 

It  is  therefore  significant  to  analyse  some  of  the  reasons  which  were  l«ad^ 
ing  to  these  changes  in  policy^   With  the  growth  in  the  size  and  the  sphere 
of  operations  of  the  combinations,  the  old  forms  of  control  would  appear  to 
have  become  too  highly  centralized  for  the  most  efficient  operation^  That 
is  to  say,  on  the  one  hnnl  the  chief  officers  of  the  company  were  finding 
that  too  much  of  their  time  was  pre-»empted  with  matters  of  routine  which 
should  have  been  decided  at  the  branch-es.  On  the  other  hand,  the  branch 
managers  who  had  mostly  been  in  the  service  of  the  company  for  a  fair  period, 
and  were  men  of  a  considerable  degree  of  competence,  were  handicapped  In 
carrying  on  their  business  by  the  necessity  of  frequent  reference  to  the 
central  office.  Their  initiative  pnd  their  authority  sufferedc  Pur ther^ 
the  number  and  variety  of  the  reports  which  were  demanded  by  the  central 
office  all  required  an  amount  of  labour  for  their  preparation  out  of  pro- 
portion to  the  results  obtained. 

Since  the  branches  had  the  distribution  of  the  products  of  the  com-nany 
almost  entirely  in  their  hands,  there  was  a  tendency  in  the  determination 
of  policy  by  the  central  office  for  the  consideration  of  the  distributiv* 
point  of  view  to  be  subordinated  to  that  of  the  production  side.  Hence 
the  branch  managers  coraplrf.ntd  for  instance  that  new  products  were  put  on 
the  market  at  the  worst  time  from  the  point  of  view  of  the  seasonal  demand, 
or  that  the  style  of  the  product  was  not  suited  to  their  special  local  needs. 

Related  to  these  changes  in  the  general  attitude  of  the  company  tovards 
its  development  policy ^  whichwere  leading  the  administration  to  consult  more 
with  the  branch  managers,  was  a  change  in  its  production  probleras«  It  has 
already  been  mentioned  that  in  the  previous  six  years  the  industry  had  under- 
gone rapid  technical  changes.  As  a  result,  the  company  found  itself  entering 
an  entirely  new  field  involving  both  different  technical  questions  in  manu- 
facture,  and  also  the  use  of  a  separate  dealer-selling  organization  with  its 
own  established  customs  and  trade  prpctices.  Added  to  thisj  technical  con- 
sidera.tions  mad*  it  necessary  to  produce  a  somewhat  different  type  of  raachin* 
in  different  countries,  certain  adaptations  being  necessary  for  local  con-- 
ditionsj  the  position  was  further  complicated  by  the  fact  that  the  patents 
necessary  for  the  production  of  the  new  machines  were  held  by  different 
interests  in  different  countrieso 

In  some  cases  the  necessary  patents  were  held  by  a  close  ring  of  producers, 
and  it  was  not  possible  to  obtain  a  license  to  use  them.   In  consequence  the 


13. 

company  could  neither  import  nor  manufacture  locally  certain  necessary 
parts  for  their  m^chineo. 

The  local  mgnnger  had  to  arrange  for  th^ir  ->urch<»se  from  one  of  the  -oatent 
ov/ning  concerns. 

These  technical  chrniies  in  the  product  necessitated  to  some  extent  the 
breaking  up  of  the  old  ystcm  of  stand^rii7ed  manufactureo   They  had  been 
one  of  the  causes  of  t"»'e  development  of  factories  overseas,  and  they  also 
made  it  less  easy  to  opernte  those  factories  on  a  standardized  plan»  As 
a  result  the  administrative  problems  of  the  branches  both  in  the  field  of 
production  and  distribution  were  becoming  more  couiplicated,  and  tended  to 
differ  one  from  the  other  to  an  increasing  degree.  High  costs  of  transport, 
and  in  some  countries  almost  prohibitive  tariff  charges  were  two  further 
causes  which  had  helped  to  bring  about  the  decentralization  of  manufacture. 

As  a  result  then,  of  a  variety  of  causes,  the  company  appeared  to  some  extent 
to  be  breaking  up  its  old  system  of  highly  centralized  administration  and 
operation. 

This  change  was  shown,  first,  in  the  fact  that  the  branch  managers  were 
being  given  a  somewhat  greater  share  in  the  framing  of  policies.  For  exa-mple, 
the  methods  of  fixing  prices  had  recently  been  changed.   Previously  both 
wholesale  and  retail  prices  had  been  fixed  for  each  branch  at  the  central 
office,  being  based  on  the  cost  at  the  factory  plus  shipping  costs,  with  a 
standard  percentage  to  cover  cost  of  retailing.  Prices  were  no  longer  fixed 
at  the  central  office,  but  under  the  new  system  when  any  new  machine  was  put 
on  the  market,  flill  information  as  to  the  costs  of  prod-action  and  of  shipping 
were  given  to  the  bi'Euach  managers  who  made  an  estimate  of  their  own  costs 
of  distribution  and  suggested  prices  for  sale  in  their  area.  These  prices 
were, however,  subject  to  the  approval  of  the  central  office. 

This  is  one  instance  where  greater  influence  was  being  allowed  to  the  branch 
managers.  The  wish  of  the  central  administration  tqfebtain  great  t  cocc^tafion 
from  branches  in  the  framing  of  policies  was  shown  also  in  the  fact  that  the 
branch  managers'  convention  was  called  twice  instead  of,  as  formerly,  only 
once  every  year.  This  meeting  of  representatives  from  all  the  home  and  over- 
seas branches  and  of  the  central  office  staff  was  held  at  the  central  office. 
It  discussed  a  number  of  questions  relating  to  the  operations  of  the  branches. 
These  meetings  were  also  being  developed  to  obtain  the  opinions  of  the  branches 
on  questions  of  policy  which  had  previously  been  settled  by  the  central  office 
without  consultation.   They  were  also  used  to  allow  more  freedom  to  managers 
to  experiment  with  new  methods  of  distribution,  the  progress  of  some  such 
experiments  being  reported  to  and  discussed  at  the  convention.   Similarly,  the 
various  departments  of  the  central  office  which  had  contacts  with  the  branch 
managers  were  being  instructed  to  intervene  less  in  cases  where  initiative  was 
taken  by  the  branch  managers,  and  to  avoid  any  appearance  of  issuing  orders 
to  the  branches. 

Besides  changes  itt  the  general  attitude  of  the  central  office  towards  the  raaklpg 
of  administrative  decisions  affecting  the  branches,  there  had  been  certain 
changes  in  organization  designed  to  r;ive  greater  freedom  and  responsibility 
to  the  branch  managers.  The  most  important  of  these  was  a  change  in  the  organ- 
ization designed  to  give  greater  freedom  and  responsibility  to  the  branch 
managers.  The  most  important  of  these  was  a  change  in  the  organization  of 
those  branches  which  operated  factories  as  well  as  serving  as  dintributive 
centres. 

Under  the  revised  system.which  had  only  been  in  existence  for  a  year,  the 
branch  manager  was  directly  responsible  for  all  the  operations  of  the  cotapan^ 
in  that  area  under  his  control  and  was  responsible  only  to  the  Oeneral  Manager. 
Previously  the  branch  manager  hid  reported  through  t^  e  Mana,i;.er  of  the  sales 


14, 


department.   Managers  of  branch  factories  had  formerly  reported  through 
the  yorelgn  Factories  Department  to  the  Works  Manager,  This  system  had  led 
to  various  difficulties  since  the  factory  managers  were  not  definitely  the 
subordinates  of  the  Branch  Manager^   Ifhile  they  were  supposed  to  cooperate, 
if  the  Branch  Manager  could  not  get  the  Factory  Manager  to  comply  T/ith  some 
request  he  had  to  refer  the  matter  to  the  Sales  Department  at  the  Head  Office, 
who  took  ixp   the  matter  with  the  Production  Department,  who  took  it  up  with 
the  Factory  Manager  in  question.   The  obvious  difficulties  of  such  a  system 
were  probably  complicated  by  the  fact  that  the  Branch  Manj^er  was  often  a 
national  of  the  country  in  question,  or  at  least  had  lived  there  for  a  long 
time,  and  was  specially  sensitive  to  local  needs,  while  the  Factory  Manager 
had  probably  been  trained  at  the  central  factory  and  so  was  more  in  touch 
with  the  Head  Office  point  of  view.   The  new  system  was  foirnd  more  satis- 
factory, and  while  the  Factory  Managers  became  officially  subordinate  to  the 
Branch  Managers,  they  still  kept  close  touch  with  thBcentral  Foreign  Factories 
Department  on  all  questions  connected  with  the  technical  operation  of  the 
factoryo 

Added  to  these  changes  in  organization,  an  attempt  was  being  made  at  the 
central  office  to  check  the  intervention  of  the  central  staff  with  the  control 
of  branches  by  clearing  instructions  through  a  single  authority  -   the  General 
Manager's  Department  -  save  in  the  case  of  matters  affecting  the  factories, 
which  were  dealt  with  by  the  Forei^  Factorial  Department.  In  the  exchange  of 
information  or  opinion,  the  Branch  Managers  and  the  heads,  and  even  other  members 
of  any  of  the  central  office  departments,  corresponded  freely  with  one  another. 
But  there  was  a  rule,  though  it  did  not  ^pear  to  be  strictly  observed  in  all 
cases,  that  letters  giving  definite  instructions  to  the  Branches  Aould  be 
signed  by  the  General  Manager.   A  proposal  was  under  consideration  that  there 
should  be  one  single  clearing  department  for  all  matters  of  routine  between  the 
central  office  and  the  Branches. 

Further,  an  attempt  had  been  made  to  simplify  and  to  reduce  the  numbers  of  the 
reports  sent  in  to  the  central  office  by  the  Branches,  The  Controller's 
Department  had  made  a  collection  of  the  various  forms  on  which  information 
was  sent  in  to  a  number  of  departments,  and  it  was  found  possible  to  eliminate 
certain  reports  giving  overlapping  information  and  to  simplify  others. 

Finally,  there  was  a  movement  Co  give  much  fuller  information  to  the  Branch 
Managers,  as  to  the  policies  and  the  futttf*  developmert  of  the  company  and  the 
industry  as  a  whole.  It  was  realised  that  it  was  useless  to  expect  them  to 
make  wise  administrative  decisions  without  sufficient  data  on  which  to  base 
them.  For  example, much  fuller  information  was  being  sent  to  them  with  regard 
to  the  work  of  the  Central  Product  Engineering  and  Production  Departments. 
Formerly  the  Branch  Managers  had  hot  been  informed  as  to  the  development  of 
new  machines  until  such  time  as  their  design  and  production  had  been  completed 
at  the  central  office,  when  the  parts  for  assembly  purposes  or  the  designs  for 
manufacture  were  sent  out  to  the  foreign  factories.   One  result  of  this  policy 
had  been  that  the  product  was  often  not  ready  to  be  marketed  abroad  until  six 
or  nine  months  after  it  was  put  on  the  martet  in  Bngland.  This  delay  had  in 
certain  cases  put  products  behind  the  issue  of  competing  models.  Further,  since 
the  Branch  Managers  had  not  always  been  informed  in  advance  as  to  the  nature  of 
the  new  developments  being  introduced  by  the  company,  he  had  not  been  able  to 
prepare  his  sales  organiaation,  and  to  advertise  in  advance.  On  one  occasion 
a  Branch  Manager  instructed  his  salesmen  to  minimise  the  importance  of  a  certain 
innovation  which  had  appeared  on  a  corapetiig  machine,  only  to  find  that  six 
months  later  he  was  expected  by  the  parent  organization  to  make  a  special  feature 
of  the  same  innovation  on  one  of  the  company's  machineso 

To  meet  the  difficulties  of  the  Branch  Managers  on  these  and  similar  points, 
three  new  sources  of  information  were  established  as  between  the  Product  Engin- 
eering Department  and  the  Branches.  One  was  a  regular  monthly  service  of 
information  to  keep  the  Branches  in  touch  with  the  work  of  the  department,  and 
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with  the  progress  of  new  developments.  In  addition  to  this,  periodical  renorts 
were  issued  by  the  department  on  f?ny  speci?3l  discovery  in  scientific  periodic?ls 
which  might  be  liable  to  lead  to  chpnges   in  the  industry  as  a  #iole.   This  was 
to  enable  the  Branch  M-^nagers  to  evaluate  the  importance  of  such  changes,  and  of 
rumours  which  mi^^ht  appear  in  the  daily  press  with  regard  to  them,  and  to  help 
them  to  answer  Questions  with  which  they  might  be  faced  as  to  developments  in  the 
industry  and  their  effects  on  the  immediate  business  of  the  company. 

The  third  source  was  a  section  of  the  Product  Engineering  Department  which  formerly 
prepared  technical  information  and  instruction  books  for  the  Sales  Department. 
This  was  developed  into  a  regular  channel  of  communication  with  the  Branches,  on 
all  technical  questions  connected  with  any  of  the  products  of  the  company.   It 
prepared  nnd  sent  out  to  all  the  Branches  a  technical  d escription  of  each  line 
of  the  coiroany  TDroducts  from  which  they  could  each  make  up  their  own  booklets 
of  instruction  for  dealers,  and  also  prepare  advertising  material.   It  also  replied 
to  any  technical  Droblems  raised  by  the  Branches  Tith   regard, for  example, to  the 
products  of  competitors. 

It  was  also  arranged  that,  -^s  the  decentralizatioi)ii)rogramrae  was  carried  out, 
each  Branch  Manager  should  be  provided  ▼'ith  a  much  more  highly  trained  technical 
assistant  who  would  be  given  full  information  as  to  the  developments  going  on 
at  the  central  factories  and  research  departments,  and  a  free  hand  to  adapt 
them  to  local  needs. 

B.THB  COMPOSITION  OF  THE  ADMINISTRATIOIH. 

1.  Outline  of  the  Administrative  Organization. ^ 

The  last  section  discussed  some  of  the  administrative  policies  of  the  combina- 
tion, and  especially  tried  to  show  what  had  been  the  general  trend  of  policy 
with  regard  to  the  centralization  of  control. 

This  section  describes  the  organization  responsible  for  the  framing  of  such 
administrative  decisions,  both  at  the  central  office,  ^nd  also  at  the  Branches 
and  allied  companies.  This  organization,  as  is  usually  the  case  in  business 
corporations,  was  composed  uartly  of  groups  of  individuals  in  committee,  partly 
of  individuals  acting  on  their  own  responsibility. 

As  a  public  limited  liability  company,  the  final  control  of  the  policies  of  the 
X  Company  vested  with  the  shareholders.  Responsible  to  the  shareholders  was  a 
Board  of  Directors  vhich  was  the  chief  administrative  body,  and  which  passed  upon 
major  policies.  Only  one  member  of  this  Board,  the  Chairman  and  Managing  Director, 
was  actively  engaged  in  the  operation  of  the  con^jany,  and  to  him  were  delegated 
certain  of  the  administrative  functions  of  the  Board.   Supervision  over  the 
routine  affairs  of  the  company  was  delegated  to  the  General  Manager  who,  with 
the  advice  of  an  Executive  Committee  composed  of  the  heads  of  the  chief  depart- 
rae.  ts  of  the  centrj^l  ©■''fice,  ras  responsible  for  framing  many  minor  administra- 
tive decisions.  Reporting  to  the  Executive  Committee  there  was  a  network  of 
committees  and  sub-committees  in  each  of  the  departments.   These  discussed 
departmental  policies  rnd  acted  in  an  advisory  capacity  to  the  head  of  the 
department,  vsho  was  usually  chairman  of  the  committee  and  was  responsible  for 
action  taken  as  a  result  of  its  decisions. 

The  head  of  the  administration  at  the  Branches  was  the  Branch  Manager,  although 
as  has  already  been  shown  many  administrative  decisions  vrith  regard  to  the 
Branches  were  taken  by  the  committees  -^nd  the  chief  executives  at  the  central 
office.   At  those  branches  which  were  legally  incorporated  as  companies,  there 
were  Boards  of  Directors  which  met  several  times  a  year  and  reviewed  the  general 

*  See  Appendix  II.  for  the  iS-eneral  org^^nization  chart  of  the  ComroanyoApp, II. contains  a 
chart  of  committees,  and  a  tabulated  summary  of  the  Membership,  functions  &  meetings  of 
the  chief  committees. 
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policies  of  the  Brancho   The  parent  comDany  wrs  represented  on  almost  all 

of  those  boards  by  some  member  of  the  central  staff.  Advisory  to  the  Branch 
Manager,  there  were  committees  at  certain  of  the  Branches  which  reported 
throxjgh  the  Central  Sales,  Manufacturing  or  Product  A.  Committees,  to  the 
Executive  Committee »   They  dealt  with  minor  matters  of  policy  arising  in  the 
branches  in  relation  to  one  or  other  of  the  chief  functions*  Finally,  ad- 
ministrative questions  affecting  several  or  all  of  the  Branches  were  discussed 
and  decided  by  the  Branch  Managers'  Convention  which  met  at  the  central  offic* 
twice  a  year,  and  of  which  the  Oeneral  Manager  was  chairman. 

2.  ^he  Board  of  Directors. 

The  Board  was  composed  of  nine  members.  The  Chairman,  who  was  at  the  samd  time 
Managing  Director^  had  been  a  member  of  the  staff  for  thirty  years.  Of  tl» 
other  eight  members,  two  were  citizens  of  the  United  States  of  America,  one 
being  President  of  the  Aooerican  company  which  had  control  of  the  majority  of 
the  shares  of  the  X  Company,  and  the  other.  President  of  another  American  con« 
cern  connected  with  it  by  a  shareholding  relationship.  The  Company  Solicitor, 
head  of  a  firm  of  London  solicitors  who  did  a  great  deal  of  legal  work  of  the 
companyj  was  also  a  member  of  the  Board.  Another  member  was  Chairman  and 
Director  of  various  companies,  including  several  insurance  companies.  He 
was  a  solicitor  thongh  not  in  active  practice.      He  was  one  of  those 
who  originally  helped  to  finance  the  Company.  One  of  the  original  Directors 
of  the  company,  he  had  retained  his  seat  on  the  Board  ever  since.  Another 
original  Director  of  the  company,  still  on  the  Board,  had  been  Chairman  but 
had  retired  from  that  position.  He  was  also  a  Director  of  a  number  of  other 
companies  not  connected  with  the  X  Company,  as  well  as  of  several  subsidiaries. 
Another  of  the  Directors  joined  the  Board  in  1916,  being  appointed  on  account  of 
his  business  eatperience  and  qualifications.  He  was  a  manufacturer  in  Lancashire, 
and  had  other  business  interests  and  is  still  the  Chairman  and  Director  of  several 
other  companies.  Of  the  other  two  Directors,  one,  whoms  appointed  in  1929,  was 
the  inventor  of  important  patents  connected  with  the  company's  production,  and  the 
Chairman  and  Director  of  other  companies  in  related  lines  of  business.  The  other, 
who  was  appointed  in  1930,  was  a  man  eminent  in  his  own  profession  #io  had  for 
several  years  acted  in  an  advisory  capacity  to  the  company  in  regard  to  a  certain 
technical  aspect  of  their  business. 

Meetings  of  the  Board  took  place  once  a  month.  With  the  exception  of  the  two 
American  Directors  i4io  only  attended  when  they  happened  to  be  in  England,  the 
members  were  fairly  regular  in  attendance.  Business  was  conducted  according  to 
a  standard  agenda  form,  the  agenda  being  prepared  in  the  office  of  the  Company 
Secretary.  He  also  attended  the  meetings,  kept  the  minutes,  and  was  responsible 
for  circulating  them  to  members  after  the  meetings,  and  for  commranicating  the 
decisions  of  the  Board  to  any  department  or  individual  member  of  the  staff  who 
was  concerned. 

Every  month,  certain  reports  were  submitted  to  the  Board.  These  included?  1) 
financial  statements,  showing  cash  and  current  accounts,  investments,  etcj  11) 
sales  figures  in  qiantities  and  values  during  the  past  month  (previous  year»s 
figures  for  the  same  period  being  given  for  comparative  purposes)  and  also 
the  progressive  sales  totals  from  the  beginning  of  the  year,  with  comparative 
figures  for  the  previous  years;  iii)  reports  on  sales  from  each  Branchjiv)  re- 
ports on  share  transfers  audited  during  the  month.  Further,  reports  and  the 
necessary  papers  were  submitted  dealing  with  any  special  items  being  brought 
before  the  Board  for  its  consideration  and  decision,  for  example,  questions  of 
capital  outlay  and  other  similar  matters  which  required  the  Board's  sanction. 

Certain  questions  were  always  referred  to  the  decision  of  the  Board  On  ^he 
one  hand'these  were  matters  for  which  t^- Board  sanction  -s  ^a Uy  -cessary.^ 
such  as,  the  annual  review  of  ^he  Recounts  and  divUends^to^^^^^^  ^^ 
certain  questions  according  to  t^y^f^/S^arUsknd  appointments  of 
.   Board  sanction.  These  ^^^^^^^f '/.^^^^^^^^  ^^stions  of  capital  expenditurs 
executives,  involving  over  Jl.OOO  per  annum.  4 
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above  a  certain  amount,  and,  every  year,  the  amounts  to  be  spent  "by   the 
company  on  advertising,  research  work,  etc.  In  addition,  the  Board  dis- 
cussed such  general  questions  of  policy  as  were  brought  before  it  by  the 
Chairman, who  also  reported  any  important  negotiations  or  developments  which 
were  in  progress. 

3.   The  Boards  of  Directors  of  Subsidiary,  Associated  and  Allied  Companies. 

Each  of  the  Branches  which  was  refietered  legally  as  a  company  had  its  own 
Board  of  Directors.  These  Boards  varied  in  importance,  most  of  them  raeetii^ 
twice  or  four  times  a  year  to  review  the  general  policies  of  the  company.  But 
all  important  questions  of  policy  were  really  decided  by  the  central  administra- 
tion.  In  the  case  of  the  foreign  compmies,  the  Boards  were  usually  composed 
of  several  members  of  the  local  management  and  one  or  two  members  of  the  X 
Company,  who  were  responsible  for  communicating  the  policies  of  the  central 
office  to  them,  and  for  themselves  keeping  in  personal  touch  with  the  Branch 
through  their  visits  to  Directors'  meetings. 

The  Chairman  gmd  the  ex« -Chairman  of  the  central  Board  rere  members  of  several 
of  the  subsidiary  Boards,  and  the  Company  Solicitor  was  on  the  Board  of  the 
Z  Company,  one  of  the  English  subsidiaries. 

In  addition,  the  X  Conrpa^y  was  represented  on  certain  of  the  boards  of  sub-- 
sidiary,  associated  and  allied  companies  by  the  following  of  its  central  office 
staff j=  the  General  Manager,  the  executive  in  charge  of  machine  sales,  the 
executive  who  was  formerly  head  of  the  Sales  Administration  Department,  the 
Assistant  to  the  Chairman,  and  the  Company  Secretary. 

Minutes  of  the  meetings  of  the  Boards  of  all  these  companies  were  sent  to  the 
Head  Office,  and  were  filed  in  the  office  of  the  Company  Secretary. 

4.  The  Manning  Director  and  the  Managing  Director's  Conference. 

The  Managing  Director,  besides  being  Chairman  of  the  Board,  was  the  chief 
executive  of  the  company,  and  was  responsible  to  the  Board  for  all  its  opera- 
tions. He  dealt  with  all  iir^jortant  questions  of  policy  which  were  outside 
the  normal  routine  of  the  company.   He  did  not  directly  supervise  the  chief 
departments,  nor  did  he  attend  any  of  the  committees,  though  he  received  their 
minutes.   He  was  responsible  rather  for  the  general  development  of  the  company, 
lis  relationships  with  other  concerns,  the  negotiation  of  important  contracts, 
and  so  forth.   He  had  one  assistant  who  was  formerly  in  the  Research  Depart- 
ment. This  assistant  was  a  member  of  the  Executive  Committee.   He  was,  ho^-ever, 
responsible  directly  to  the  Chairman  and  assisted  him  in  his  functions,  eapecially 
by  doing  a  certain  amount  of  travelling  in  his  placeo  The  Chairman  ?ind  his 
assistant  were  responsible  for  keeping  touch  with  the  Americfin   company,  both 
through  personal  visits  and  through  periodical  letters  reporting  on  the  general 
progress  of  the  X  Company,  Any  important  development s ;  such  as   a  change  m 
the  top  personnel  of  thfe  company,  or  a  merger  with  another  company j  rere  re- 
ferred to  the  United  States  Directors  for  their  opinion  3nd  sanction.  The 
Managing  Director's  Conference  was  an  entirely  informal  meeting  called  "by   him- 
self, when  he  had  need  of  the  opinion  of  any  of  the  other  executives  in  coming 
to  a  decision.   Its  personnel  was  determined  according  to  the  nature  of  the 
question  in  hand.  If  a  decision  was  reached  involving  instructions  to  any 
department,  a  formal  minute  was  usually  drafted  and  circulated  to  those  con-> 
cerned. 

5,   The  General  Mana<g:er  and  the  general  Manager's  Conference. 

The  General  Manager  reported  directly  to  the  Managing  Director.  He  was  respon-- 
sible  for  all  the  day  to  day  operations  of  the  company.  All  the  heads  of  the 
central  office  departments,  and  the  Managers  of  the  Branches,  reported  to  him, 
and  in  addition  part  of  the  Sales  Department  was  under  his  direct  control.  He 
was  Chairman  of  the  Executive  Committeej  and  usually  acted  as  Chairman  of  the 
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Branch  Msnagers'  Conventiono  All  salary  increases  over  ]^16.  or  engai^ements 
Involving  salaries  of  that  amount  hsd  to  he  referred  to  him^  or  to  the 
"fllxecutive  Committee.   The  post  of  General  Manager  had  only  heen  created  two 
years  previously  when  the  Managing  Director  hecame  Chairman  of  the  Board, 
as  it  was  felt  that  it  was  necessary  to  relieve  him  of  some  of  the  routine 
work  which  he  had  previously  undertaken. 

Like  the  ^^«naging  Director's  Conference,  the  General  Manager's  Conference 
was  informal 0  its  personnel  varying  with  the  nature  of  the  subject  in  hand*. 
Recently,  partly  as  a  result  of  the  overcrowding  of  work  in  the  TRxecutive 
Committee,  there  had  been  a  tendency  to  use   this  conference  to  short-circuit 
the  work  of  the  normal  committee  system,  and  to  make  decisions  on  questions 
which  the  General  Manager  felt  would  take  up  too  much  time  if  discussed  by 
the  Uxecutive  Committee  in  full  sesslono   A  further  informal  conference  had 
been  started  in  the  year  previous  to  t V"  enquiry  under  the  direct  supervision 
of  the  General  Manager „  It  appeared  ol  some  Importance  In  framing  the  policies 
of  the  company  but  did  not  appear  on  the  committee  chart.  This  conference  was 
composed  of  the  Works  Manager,  the  head  of  the  Product  Engineering  Department, 
and  the  Executive  in  charge  of  sales  of  machines.   It  met  at  very  frequent 
intervale,  but  had  no  formal  minutes  or  secretary  in  attendance.  Its  chief 
function  was  to  determine  the  programme  of  production  for  the  ensuing  year, 
and  the  types  of  machines  to  be  developed  for  production  in  the  next  few  years. 
It  had  practically  taken  over  the  functions  of  the  former  ••Types"  and  "Types 
Progress"  conferences  which  had  become  over  congested  with  business.  Much 
smaller  than  the  Types  conference  which  was  one  of  the  formal  departmental 
conferences,  it  was  yet  representative  of  the  three  important  points  of  view 
in  the  consideration  of  the  types  of  new  machines  to  be  manufactured,  the 
Research  Department  for  the  technical  possibilities,  tl»  Production  Depart- 
ment on  the  question  of  costs  of  production  and  existing  and  potential  capacity 
for  production,  and  the  Manager  in  charge  of  machine  sales  who  was  in  close 
touch  with  the  views  of  the  Branch  Managers  and  whose  job  it  was  to  find  out 
the  type  and  price  range  of  products  most  likely  to  be  marke table c   This 
conference  had  thus  on  the  one  hand  become  responsible  for  sifting  the  new 
ideas  with  regard  to  development  of  new  types  of  machines,  which  might  come 
In  from  the  management ^  any  part  of  the  sales  organization^  or  the  Research 
Department,  and,  after  consideration  of  both  the  technical  and  commercial 
possibilities,  for  the  framing  of  the  new  production  programmes.  On  the  other 
hand,  it  formed  an  important  coordinating  link  for  keeping  the  research  and 
the  factory  departments  in  touch  and  both  in  constant  contact  with  the 
commercial  point  of  view.   We  may  note  in  this  instance  practiced  necessity 
enforcing  the  development  of  an  embryonic  marketing  function. • 

Functions  of  the  Chief  Members  of  the  Staff  of  the  Central  Office,  and  of  the 
Executive  Connmittee 

a)  The  Chief  Isecutiveso    The  functions  of  the  Managing  Director  and  of 
the  General  Manager  have  already  been  described. 

The  activities  of  the  Central  Office  were  divided  into  six  main  functional 
departments,  onti  of  them  under  the  direct  supervision  of  the  General  Manager, 
the  other  five  each  under  a  Departmental  Head  reporting  directly  to  him;  - 
the  Secretary,  Controller ^  Works  Manager,  and  the  heads  of  the  "A"  Product 
and  Product  Engineering  Departments.  ♦• 

The  Department  in  charge  of  sales  administration  under  the  direct  supervision 
of  the  General  Manager  was  formerly  under  a  separate  departnent  heado  This 
executive  was  still  a  member  of  the  staff  of  the  company  and  acted  on  certain 
committees.  Nominally  he  had  remained  head  of  the  department,  but  had  retired 
from  active  raariagement -,  the  other  executives  in  the  department  reporting  directly 
to  the  General  Manager.  The  depaitment  dealt  with  the  routine  of  sales  and  with- 

Vide   L.  Urwick   "The  Meaning  of  Ratlonaliaatlon"   London^  1929. 
See  Appendix  II..  and  Appendix  IVo 
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the  general  administration  of  the  Branches,   Recently  appointed  as  a  member 
of  this  department  was  the  staff  member  in  charge  of  machine  sales,  who  had 
previously  been  manager  of  the  Z  Company,  He  had  been  brought  to  the  Central 
Office  and  put  in  charge  of  the  promotion  and  development  of  the  sales  of 
machines  throughout  the  combination.  He  acted  in  an  advisory  capacity  to  the 
General  Manager  on  the  general  question  of  the  types  of  new  machines  to  be 
developed  from  a  sales  point  of  view,  and  took  a  share  in  framir^  the  develop- 
ment policies  of  the  company. 

The  Secretary,  besides  being  Secretary  to  the  Board  of  Directors  and  responsible 
for  all  the  legal  and  formal  duties  of  a  company  secretary,  was  in  charge  of 
one  of  the  main  departments  of  the  Central  Office.  This  department  dealt  on 
the  one  hand  with  the  various  services  of  the  Central  Office  which  are  sometioies 
known  under  the  head  of  office  management,  for  example,  typing,  filing,  postal 
and  telephone  sections,  and  the  personnel  department 5  and  on  the  other,  with 
the  general  secretarial  and  legal  work  connected  with  the  external  relation- 
ships of  the  company,  with  other  companies  and  with  the  State,  including  such 
questions  as  copyright  of  patents,  insurance  and  taxation. 

The  controller  was  in  charge  of  all  the  accounting  and  financial  work  carried 
out  at  the  Central  Office,  as  well  as  of  the  costing  and  statistical  and  pur- 
chasing departments. 

The  Works  Manager  was  responsible  for  the  entire  production  of  the  company, 
ne  had  charge  of  the  three  main  central  factory  departments,  of  the  factories 
of  the  Z  Company,  of  the  shipping  and  labour  departments,  and  supervised 
generally  the  planning,  building  and  operation  of  the  foreign  factories. 

The  head  of  a  fourth  main  department  (Product  "A"  Department)  was  responsible 
for  all  the  negotiations  (with  the  exception  of  the  act\ial  manufacture),  with 
regard  to  the  production  and  sales  of  a  certain  important  accessory  of  XYb 
company's  machines.  This  product,  ifeich  represented  somewhat  over  50^  of 
the  total  sales  value  of  the  company's  products,  was  treated  separately  since 
It  involved  certain  peculiar  technical  problems  of  production,  and  also 
separate  distribution  problems. 

The  manager  in  charge  of  the  Product  Engineering  Department  had  charge  of 
the  research  buildings  in  which  the  experimental  work  of  the  company  was 
carried  on,  and  supervised  all  research  and  development  work  in  regard  to 
the  technical  production  problems  of  the  company.  His  functions  included 
both  keeping  in  touch  with  general  developments  in  the  industry  and  in  the 
various  branches  of  science  affectizjg  it,  and  also,  in  collaboration  with 
the  production  departments  working  directly  on  the  desi^  and  development 
of  new  products  for  manufacture. 

b)  The  Executive  Committee.   The  personnel  of  the  Executive  Committee 
consisted  of i-  the  Managing  Director  (he  was  officially  Chairman  of  the 
Committee,  but  in  practice  seldom  attended),  the  General  Manager  (vice^ 
Chairman),  the  Controller,  the  Works  Manager,  the  Company  Secretary,  the 
Manager  of  Product  "A"  Department,  the  Assistant  to  the  Managing  Director 
and  the  head  Of  the  Sales  Administration  Department.  The  Secretary  to  the 
Committee  was  one  of  the  assistants  to  the  Company  Secretary. 

In  addition  to  the  executive  members  of  the  Committee,  there  were  certain 
members  of  the  staff  who  had  the  right  to  attend  its  meetings.  These  were 
the  Manager  of  the  Product  Engineering  Department ^  and  the  Manager  in  charge 
of  Machine  Sales,   Other  members  of  the  staff  were  sometimes  called  in  if 
their  opinion  was  wanted  on  some  special  question  which  was  under  considera- 
tion. 

The  meetings  of  the  Committee  were  held  weekly  on  a  fixed  day  and  at  a  fixed 
hour.  Their  length  varied.  Two  hours  was  considered  a  short  meeting*   Some- 
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times  they  becanae  very  long  and  had  been  known  to  last  all  day  If  specially 
urgent  and  iraportrmt  matters  had  to  "be  decided.  The  agenda  was  prepared 
beforehand  by  the  Secretary  and  circulated,  together  with  the  minutes  of 
other  conferences  which  were  brought  up  for  executive  sanction,  to  members 
before  the  meetings o  The  minutes  of  the  Uxecutlve  Committee  were  circulated 
in  full  to  each  member,  but  h«d  to  be  returned  to  the  Secretary  after  having 
been  read„  Minutes  which  affected  any  department  or  person  were  sent  sepeur- 
ately^  and  for  retention,  to  the  persons  concerned,  as  were  also  minutes 
which  required  attention  by  any  member  of  the  staff o  Decisions  made  by  the 
committee  were  seldom  voted.  They  were  decided  rather  by  the  consensus  of 
the  meetirig,  -^nd  the  responsibility  for  them  rested  with  the  Chairman,  who 
might  decide  a  question  against  the  opinion  of  the  Committee  if  it  seemed  to 
him  necessary  to  do  so,  IVhere  recommendations  submitted  for  approval  from 
one  or  other  of  the  departmental  committee  were  sanctioned  by  the  Executive 
Committee  the  responsibility  for  the  decision  remained  with  the  department 
head  or  with  the  Chairman  of  the  committee  concernedo 

The  Committee  was  thus  a  meeting  of  the  heads  of  departments  and  of  all  the 
chief  members  of  the  Central  Office  staff  who  rere  engaged  in  the  routine 
operations  of  the  company.   It  acted  in  an  advisory  capacity  to  the  General 
Manager  who^  with  its  aid,  was  responsible  for  framing  all  administrative 
policies  bearing  on  the  current  business  of  the  company.  Being  attended  by 
represent?^tives  of  each  of  the  various  functional  activities  of  the  business, 
it  both  insured  that  the  point  of  view  of  each  function  was  represented  in 
the  framing  of  decisions,  and  also  served  to  keep  the  department  heads  in 
touch  with  each  others'  point  of  view,  and  with  the  activities  which  were 
going  on  outside  their  own  departraentSo    It  also  kept  them  directly  in 
touch  with  any  changes  in  the  administrative  policies  of  the  company  as  they 
took  place „ 

The  Committee  kept  touch  with  the  current  activities  of  the  other  chief 
departments,  through  the  reports  rendered  by  the  departmental  coramitteeso 
Certain  questions  had  to  be  reserved  for  its  final  sanction  and  those 
matters  which  had  to  receive  Board  sanction  were  usually  discussed  by  the 
Committee  beforehand.  The  Committee  had  authority  to  grant  capital  expen* 
ditures  over  ^60.  and  salaries  over  ^16„  per  annum.   The  members  of  the 
Committee  received  reeof^nized  status  as  such,  and  certain  powers.  Within 
their  departments, they  might  authorise  expenditure  up  to  jilOO.  and  salaries 
below  ^60,  per  annum.  (The  Works  Manager  had  special  powers  to  authorise 
salaries  up  to  J*360o  for  the  engagement  of  technical  staff  at  the  Central 
Office). 

The  Committee  dealt  annually  with  such  questions  as  the  allocation  among 
the  various  Branches  of  the  total  allotments  passed  by  the  Board  for  ad-^ 
vertising  and  for  the  produc«-ion  of  Product  «!»♦.   They  determined  the 
production  programmes  every  three  months  on  the  basis  of  the  figures 
prepared  in  the  Sales  Department  and  already  reviewed  by  the  Joint  Sales 
and  Manufacturing  Committee.  These  figures  were  compared  and  checked  every 
month  rith  the  actual  figures  of  production  and  sales „  They  also  decided 
such  questions  of  policy  as  the  prices  at  which  new  products  shoiild  be  put 
on  the  raarketo  A  good  deal  of  their  business  consisted  of  matters  which 
were  referred  to  them  by  the  other  committees  for  final  sanction^  and  in 
this  way  J,  besides  important  questions  of  policy,  a  number  of  really  routine 
matters  came  up  for  their  decisiono  Sub  •Committees  were  sometimes  appointed 
to  deal  with  special  subjectSj  and,  owing  to  a  tendency  for  the  Committee's 
work  to  become  congested^  a  number  of  questions  had  been  taken  out  of  its 
hands  by  the  General  Manager,  and  dealt  with  in  smaller  conferenceso  or  by 
his  personal  decislonv 

7e  The  System  of  Depai  tmental.  Committees  and  Conferences. 

Besides  the  Executive  Committee  which  framed  the  general  operating  policies 
of  the  conrpanyt  the  system  of  committees  and  conferences  pro>rided  occasion  for 
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the  formal  meeting  of  the  chief  members  of  the  staff  in  each  department 
to  assist  in  the  framing  of  policies  affecting  that  department  alone. 
Reporting  to  the  Executive  Committee  there  were  ten  chief  Conferences.* 
These  were;  Finance,  Types,  Copyright ,  Patents,  Research,  Manufac tearing. 
Sales,  Product  A.,,  Joint  Sales  and  Manufactiiring,  and  Joint  S?les  and 
Product  lo   The  main  function  of  the  Fin«»nce  Committee,  besides  dealing 
with  questions  affecting  the  department,  was  to  review  from  a  financial 
point  of  view,  proposals  passed  up  to  the  Executive  by  the  other  commit- 
tees, which  involved  any  exceptional  expenditure.  It  had  certain  powers 
to  sanction  expenditure,  end  so  relieved  the  Bxecutive  Committee  of  some 
of  the  rork  it  previo^isly  had  to  performo 

The  Types  end  Types   Progress  conferences  y?ere  practically  defunct. 
They  had  previously-  nerformed  the  function  of  deciding  on  the  new  types 
of  machines  to  be  aeveloped  for  manufacture,  and  to  be  put  m  the  sales 
catalogue,  but  this  work  had  fallen  to  the  smaller  informal  conference 
already  described. 

The  "B"  Section,  Patents  and  Research,  Manufacturing,  Sales  and  Product  A.*. 
conferences  were  all  of  a  functional  natureo  They  served  as  a  fomal 
meeting  for  the  chief  members  of  the  staff  of  these  departments,  to  report 
on  work  in  progress,  and  to  discuss  any  proposed  charigcs  and  developments. 
The  head  of  the  department  was  Chairman  of  the  Committee  and  was  responsible 
for  action  taken  as  a  result  of  its  decisions.       ^--  Manuf ectuiing  and 
Sales  and  the  Product  A,  conferences  each  hpA   a  number  of  subsidiary 
committees  in  the  various  sections  of  their  departments  and  also  at  the 
Branches,  which  reported  to  them  through  minutes,  nnd  in  many  cases  re- 
ferred to  them  for  final  decisions. 

The  Joint  Sales  and  Manufactiiring  Committee,  and  the  Joint  Sales  and 
Product  A.  Committee  were  inter -departmental  eonmittees  and  were  formed 
to  deal  with  problems  for  which  the  opinion  of  the  executives  of  both 
departments  concerned  was  necessary.  They  handled  a  number  of  questions 
referred  from  the  departmental  conferences  concerned,  and  other  .iiatters 
of  common  interest. 

The  conferences  and  committees  varied  in  their  actual  importance,  and  in 
the  frequency  and  regularity  of  their  meetingso   In  some  cases  there 
were  regular  meetings  eveiy  week,  or  every  two  weeks ^  and  in  others  meet- 
ings were  held  only  when  they  were  called  by  the  department  head  for  any 
special  TTurpose,  It  depended  chiefly  on  the  department  heads,  some  of 
whom  regarded  the  conferences  as  a  useful  method  of  keeping  in  touch  with 
their  staff  and  of  getting  their  opinions  on  questions  of  policy.  Others 
regarded  them  as  an  unnecessary  waste  of  timeo 

Formal  minutes  were  kept  of  the  meetings  of  all  committees.  Where  it  was 
necessary  to  refer  to  a  higher  authority,  or  as  a  means  of  making  a  formal 
record  of  a  decision  or  of  the  date  of  starting  a  definite  piece  of  work, 
a  minute  was  sometimes  made  without  any  actual  meeting  of  the  committee. 
The  minutes  were  kept  in  four  separate  categoric  Se   "A"  minutes  were  records 
of  discussions  and  of  departmental  businesso  "B"  minutes  concerned  matters 
which  had  to  be  referred  to  the  Executive  Committee  for  decision  «C" 
minutes  ^ere  matters  to  be  referred  to  the  General  Manager  or  Managing 
Director,  "D"  minutes,  items  to  be  referred  to  the  Finance  Committeec 

8.   Relfttionshins  between  the  Central  Administration  and  the  Branches, 

a)  The  Branch  Managers'  Convention.  Various  channels  by  which  contact  was 

*     See  Appendix  III. a. 

X  ALmoft  invaria'lv  aalar   cuestions,  an-  tending  '^'^  frll  into  dif^.igc 
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malntaiaed  befween  the  Brmich  And  the  Central  Offic*  administration  have 
alkeady  been  mentioned.  The  Branch  Maneger  reported  by  correspondence 
and  sometimes  by  personal  visits  directly  to  the  General  Manager,  The 
other  department  heads  corresponded  on  matters  affecting  their  particular 
function  V7ith  those  concerned  vith  this  function  at  the  Brancheso  Contact 
was  kept  with  the  proceedings  of  the  subsidiary  Boards  by  the  representa- 
tion of  the  Central  Office  staff  on  these  Boards^ 

The  Branch  Managers'  Convention  provided  an  opportunity  for  the  meeting 
togeth'  r  of  those  engaged  in  the  operation  of  the  various  branches  of  the 
compgny  to  discuss  their  mutual  problems,  and  also  enabled  the  central 
administration  to  keep  them  in  touch  with  the  general  development  of  the 
combinaim  and  to  explain  the  policies  of  the  canpany  to  the  Branches, 
Further,  it  was  an  -occasion  for  the  Branch  Managers  to  mention  any  diffic- 
ulties or  criticisms  arising  from  the  policy  of  the  company,  and  for  the 
raanageniont  to  obtain  their  opinion  on  any  special  questions  of  policy 
affecting  them  which  might  be  under  considerations 

The  Convention  met  twice  a  year  at  the  Central  Office,  The  Branch  Managers 
were  usually  present  for  the  inside  of  a  week,  formal  sessions  lasting  for 
three  days  and  the  reiiainlng  two  beir^  left  for  informal  talks  with  various 
members  of  the  head  office  staffs 

The  Branch  Managers  sent  in  beforehand  a  list  of  any  subjects  which  they 
wished  to  bring  up  for  discussion,  and  these,  together  with  any  business 
remaining  from  the  last  maetin^s^  and  any  subjects  brought  forward  by 
the  inanarement,  v.ere  co.ibined  into  a  formal  agenda  which  was  circiilated 
to  members  before  the  raeetingSo  Minutes  were  kept  and  were  circulated 
aftcrwar  .  to  the  Heads  of  Departments  at  the  Central  Office  and  to  the 
Branch  Manners, 

The  membership  of  the  Convention  was  not  limited(S  all  Branch  llanegera 
were  invited  to  attend,  and  thsy  could  brii^  smother  staff  member  from  the 
Branch  if  they  wishedo   There  were  also  present  a  number  of  the  head  off let 
staff,  seme  for  the  whole  Convention  and  others  for  occasional  mectingso 
At  the  Convention  held  in  March  1331  ths  following  were  presents  the 
General  llan<=iger  (in  the  Chair) 5  the  Managing  Director,,  who  read  an  opening 
address  and  was  pr-sent  at  sOitie  of  the  meetin^s^  the  Head  of  the  Product 
"A"  Department^  tie  Executive  in  charge  of  Sales  of  Machine%^i  the  Bxecutivs 
in  charg*  (formerly)  of  Sales  Administrations  four  other  members  of  the 
staff  of  the  General  Managei^s  Dr^partraentj  the  Head,  of  the  Overseas  Branchj 
a  representative  from  the  "T"  Company  and  the  "Z*  Company  respectively; 
two  members  of  the  English  Branch?  and  representatives  of  eleven  foreign 
hranches,  one  branch  bringing  two  raenbers  of  the  staffo 

Besides  (general  questions  of  policy  concerned  with  the  current  operation  of 
the  Branches^  the  Convention  devoted  special  attention  to  any  questions 
involving  changes  either  in  the  relationships  between  the  Branches  and  the 
Central  Office ^  or  between  the  Branches  themselves ^  sach  as  the  possibility 
of  establishing  joint  action  with  regard  to  production^  or  to  the  sales  of 
each  others'  product So 

Some  of  the  subjects  appearing  in  the  minutes  of  two  recent  conventions  glvs 
a  more  concrete  idea  of  the  type  of  question  with  which  the  conventions 
dealt p  and  of  the  way  in  which  they  operated^ 

The  1931  Convention  was  opened  by  an  address  from  the  Managing  Director  on 
the  subject  of  the  merger  which  had  just  been  concluded.   In- a(?<lltlon  to 
the  discussions (,  in  the  course  of  the  conference,  a  lecture  on  advertising 
was  delivered  by  the  Advertising  Manager  at  the  Central  Office.  An  address 
on  methods  of  marketing  of  a  new  line  of  product  which  the  company  had 
recently  st^arted  manuf actui^iug  was  also  given,  in  view  of  the  fact  that 
several  of  the  Branches  were  jus*  entering  this  field  of  distribution  for 
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first  timeo  The  Manager  of  the  Special  Products  Branch  gpve  ?.  talk  describ- 
ing the  work  of  his  Branch,  and  how  it  might  be  of  service  to  the  foreign 
Branches o 

There  was  a  discussion  at  the  1930  Convention  as  to  the  advisability  of 
making  a  change  in  the  categories  of  the  "A"  products  produced  by  the  con^' 
panyo  the  Branch  Managers  being  all  in  favour  of  making  the  changeo  The 
matter  was  submitted  to  the  Product  "A"  Department,  who  made  a  further  study 
of  the  increase  in  sales  and  other  factors  which  would  be  necessary  to  justi- 
fy the  chan£;e,  and  after  the  matter  had  been  discussed  at  the  Joint  Sales  and 
Product  "A"  Conference  a  report  was  submitted  to  the  Branch  Managers'  Conven- 
tion in  1931  against  making  the  change  for  a  number  of  given  reasons.  The 
matter  was  discussed  again^  and  it  was  decided  not  to  make  any  general  change, 
but  that  the  Branch  Managers  might  make  individual  siiggcstions  for  changes 
in  prices  in  their  territories  if  they  had  special  reasons  for  so  doing. 

At  each  convention  there  was  a  detailed  discussion  of  the  new  types  of 
machines  to  be  put  on  the  market  the  next  year.   It  was  objected  by  one  of 
the  Branch  Mane^ers  that  they  were  not  sufficiently  consulted  as  to  the  sales 
possibilities  in  this  matter.   It  was  decided  that  in  future  the  Branch  Mana- 
gers should  keep  the  Head  Office  in  touch  with  the  new  products  brought  oufc  lor 
competitors  and  with  any  changes  in  local  conditions  affecting  types,  A  letter 
should  be  sent  by  the  Head  Office  to  the  Branch  Managers  in  September  of  each 
year  asking  for  proposals  for  new  types  of  machines  to  be  released  by  July 
of  the  next  year. 

Various  selling  questions  were  discussed,  such  as  the  commissions  paid  to 
dealers,  policy  with  regard  to  the  return  of  unsaleable  goods  and  the  use  of 
retail  shopso  Certain  Branch  Managers  reported  on  local  e^erlments  with 
house-to-house  canvassing  and  other  new  sales  methods. 

There  was  a  discussion  as  to  the  possibility  of  selling  the  products  of 
certain  Branch  factories  in  the  territories  of  other  Branches.  Arising  out 
of  this,  it  appeared  that  some  of  the  Managers  were  uncertain  whether  they 
were  allowed  to  corresponl directly  with  one  another  as  to  their  sales.  They 
were  informed  that  there  was  no  objection  to  the  exchange  of  information 
between  Branches,  provided  the  Central  Office  received  a  copy  of  the  corres- 
pondence, 

A  discussion  was  raised  on  the  question  of  methods  of  fixing  prices  of 
instruments.   It  had  been  decided  at  the  1930  Convention  to  make  a  change 
in  the  fonner  system  of  fixing  prices.   Instead  of  prices  being  laid  down 
by  the  Head  Office ,  the  Branch  Managers  were  to  suggest  their  own  selling 
prices  for  new  .°pods  as  soon  as  they  were  in  possession  of  their  landed 
costs.   Certain  managers  objected  that  it  would  save  time  and  trouble  if  the 
Head  Office  first  stated  the  lowest  possible  selling  prices  vshich  could  be 
economically  fixed,  and  after  some  discussion  it  was  agreed  to  do  so  in  the 
case  of  those  Managers  who  had  asked  for  it  but  not  for  the  majority  of  the 
Branch  Managers  who  preferred  the  existing  system. 

The  Convention  was  Informed  that  provision  had  been  made  to  send  to  all 
Branch  Managers  in  the  future  a  monthly  report  of  the  progress  on  technical 
inventions  and  to  give  an  ides  of  their  egpplication  and  -value  in  actual 
commercial  practice. 

The  Branch  Managers  gave  particulars  of  the  arrai^ements  they  had  instituted 
in  their  territories  for  the  servicing  of  certain  products.  They  were  in-' 
formed  that  the  Management  were  prepared  to  loan  each  of  them  in  turn  an 
expert  on  the  subject 5  and  that  his  assistance  would  be  available  when 
re qui redo 

b)  Reports  rendered  by  the  Branches  to  the  Central  Office.  The  system  of 
control  exercised  by  the  central  administration  over  the  Branches  inclufled 
a  series  of  written  reports  sent  in  at  regular  intervals  to  various  depart-- 
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ments  of  the  central  officto 

At  the  ti.Tie  of  the  enquiry  these  reports  were  undergoing  ctrteln  changes. 
Partly  with  a  view  to  effecting  economics  and  partly  in  accordance  with  the 
decent  realization  policy  of  the  coiapany,  an  investigation  was  being  noade 
with  a  view  to  reducing  the  number  of  reports  and  simplifying  the  inforraft- 
tion  cont  int'd  in  ihera.  The  Controller's  Department  had  made  a  collection 
of  the  various  forms  used  by  the  Branches  in  making  reports  to  any  of  the 
central  office  departments,  and  proposals  for  certain  al«erations  and  changes 
were  being  coasidered.   Copies  of  the  minutes  of  all  subsidiary  Boards  were 
sent  to  the  Secretarial  Department  of  the  Central  Office  and  were  filed  there. 
Minutes  of  other  conferences  at  the  Branches  which  required  any  central  offics 
sanction  were  sent  in  to  the  Department  or  Committee  concerned. 

In  addition,  certain  central  departments  received  statistical  information  from 
the  Branches  at  fixed  intervals.  lor  example,  the  Central  Foreign  Factories 
Department  received  a  monthly  report  from  all  the  foreign  factories  giving 
figures  of  production,  shipments  and  oustanding  orders  in  all  departmer.:: .  end 
of  stocks  on  hand«  Reports  were  also  received  showing  the  efficiency  of  cer* 
tain  key  factory  depart-nents,  for  comparative  purposes. 

The  majority  of  the  reports  from  the  Branches  were  sent  in  to  the  Central 
Statistical  Department  to  whom  the  other  departments  could  apply  for  informa- 
tion. ▲  summary  of  sales  of  each  branch  was  received  twics  a  week,  and  the 
figures  in  categories  of  products  were  cabled  each  month.   ▲  trading  report 
and  other  reports  giviijg  fuller  details  of  the  sales  and  returns  of  each  pro- 
duct, of  cash  received,  of  bills  receivable,  and  of  bank  balances,  were  sent 
in  every  month.  There  was  also  a  detailed  monthly  estimate  of  gash  require- 
ments for  the  ensuing  month.  Formerly  a  report  had  been  submitted  showing 
the  number  of  employees  at  each  branch  and  the  salaries  paid,  but  this  had 
been  cancelled,   A  six-monthly  report  giving  details  of  the  retail  and  dealers* 
pricss  of  the  various  categories  of  products^  showing  cost  at  the  factory, cost 
of  freight,,  etc  a,  and  total  branch  costs,  had  also  been  required^  In  all,  the 
Statistical  Department  had  formerly  received  some  16  separate  reports  giving 
information  as  to  the  distributive  and  financial  side  of  the  business  of  ths 
Branches,  but  these  had  been  reduced  to  a  certain  extent.  From  these  figures 
the  Department  compiled  the  sales  and  financial  statistics  for  the  Board,  and 
a  monthly  comparative  report  on  sales  which  was  circulated  to  the  members  of 
the  Executive  Committeao 

Of  the  other  departments  of  the  Central  Office  the  Controller's  Department 
used  to  receive  reports  on  staff  salaries  and  wages,  on  stocks  of  goods,  a 
six-monthly  forecast  of  collections  and  requirements  and  an  analysis  of 
overdue  accounts,  Profit  and  Loss  Accounts,  and  cost  figures  were  sent  in 
to  the  Accounts  Department;  and  to  the  Pensions  Depertmsnt  a  card  for  each 
melt   employee  over  21, giving  namesj,  ages  and  salary. 

The  Royalties  Section  of  the  Accounts  Department  received  reports  on  the  sales 
of  those  products  which  were  subject  to  royalty  from  which  the  royalty  statements 
were  made  up.  The  Produc  "A"  Department  received  figures  of  the  production,  and 
expenditxire  on  the  various  categories  of  Product  "A^'o 

The  General  Manager's  Department  required  reports  on  the  proposed  deletions  of 
products  from  the  catalo-nie  of  each  branch-  and  a  monthly  general  report  descrlV 
ing  the  state  of  trade  in  the  territory,  the  general  progress  of  the  Branch, 
and  any  special  local  developments  affectii^  the  industry.  Prom  these  returns, 
and  a  monthly  summary  of  sales  by  value  end  kinds  of  procluctsinea&litui\:   1;/, compared 
/tne  two  previous  years  compiled  by  the  Statistical  Department,  a  short  repott 
on  the  sales  situation  in  each  Branch  and  of  the  apparent  reasons  for  any 
changes p  was  made  up  every  month  for  the  General  Manager. 

In  allp  some  90  separate  reports  were  formerly  being  sent  in  regularly  from 
each  Branch  to  the  Central  Office.  Many  of  these  were  found  to  contain  over- 
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lapping  and,  in  some  cases„  unnecessary  inforaationo  It  was  decided  to 
reduce  their  numbers  by  cancelling  soraeo  and  in  other  cases  amalgamating 
the  information  previously  contained  in  several  separate  reportsc  After 
this  consolidation  there  were  only  about  24  separate  reports « 

IV. THE  BXBpi?TIVS  ORGANIZATION  OF  THS  COMBINATION^ 

A.  THE  CENTRAL  OFFICE. 

The  organization  of  the  X  Company  thus  provided  for  a  highly  centralized 
control  over  the  policies  of  the  whole  combination.  There  were  various 
influences  at  work  tending  to  modify  this  administrative  centralization. 

The  Central  Office  besides  being  concerned  with  the  general  coordination 
of  the  combination  and  the  administrative  supervision  of  the  Branches  and 
Subsidiaries,  was  responsible  for  t-iir-  operation  of  the  central  factories, 
and  of  the  technical  research  work  carried  on  by  the  company.  The  total 
staff  employed  in  the  central  offices  at  the  end  of  March  1931  numbered 
1.463. 

The  office  was  divided  into  six  main  departments  which  were  separated  from 
each  other  on  lines  of  functional  activity.   The  organization  of  these  main 
departments  and  sections  end  the  numbers  of  the  staff  in  each  is  shown  in 
the  Chart  (Appendix  IV).   Their  funaCilons  were  as  follows^- 

1,  general  Mana^t^er's  Department,   (Staff  22). 

This  Department  was  resj^onsible  for  the  general  supervision  of  the  Branches 
on  all  questions  of  administration,  an'^  also  for  distribution  to  the  selling 
branches  and  subsidiaries  of  the  chief  lines  of  products  manufactured  by 
the  company,  with  the  exception  of  the  "A"  products^  Reporting  directly  to 
this  department  was; 

a.   The  Overseas  Branch  (staff  18)  which  dealt  with  sales  to  all 

those  territories  where  the  company  was  selling  through  indepen^ 
dent  distributors  instead  of  through  Branches  or  Subsidiary  Com- 
panies. 

bo   The  Special  Products  Branch  (staff  51)  which  was  responsible  for 
the  production  and  sales  of  certain  products  for  which  thefe  was 
a  small  and  specialized  demand  and  which  had  to  be  adapted  to  each 
particular  case  instead  of  being  manufactured  on  a  mass  production 
basis. 

2,  The  Secretarial  Department p (Staff  93), 

This  department  was  divided  into  the  following  sections? 

a.  Secretary's  Section  (staff  5)  which  dealt  with  the  formal  work  of 
the  Company  Secretary ^  v.ith  the  minutes  and  agenda  of  meetings  of 
the  Board  a^d  certain  committees^  arrangements  for  general  meetings, 
correspondence  with  shareholders,  compliance  with  the  legal  require- 
ments in  respect  of  registration  of  companies,  etc. 

b.  "B*  Section  (Staff  15)  which  advised  on  specialized  questions  of  law 
relating  to  certain  of  the  company's  products,  and  conducted  all 
negotiations  with  other  companies  and  associations  in  this  matter. 

Co  Xegal  Section  (staff  3)  which  dealt  with  part  of  the  legal  work  of 
the  eonqpany.  Part  was  done  through  an  independent  firm  of  solicitorse 

d.  Patent  Section  (staff  5).  This  section  acted  as  advisory  to  executives 
and  to  other  departments  and  Branches  on  all  questions  cormected  with 
patents,  and  was  responsible  for  a  considerable  part  of  the  routine  work 
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in  connection  with  patents  ovjned  by  the  company  and  with  patents 
for  which  they  held  licenses.,  the  rest  of  the  work  being  undertaken 
by  an  outside  firm  of  patent  agents, 

••  Transfer  Section  (staff  6)  dealt  with  transfers  of  stock, 

f.  Personnel  (staff  2)     a  specialist  department  formed  to  help  coordin- 
ate the  personnel  v.'ork  done  in  the  other  departmentSo 

g.  The  Piling-  Section  (staff  19) » 
h.  The  Postal  Section  (staff  7). 

k.  The  Telephone  Section  (staff  8). 

1.  The  Typists  Pool  (staff  22),  all  engaged  in  providing  services  for 
other  departments  of  the  head  office^ 

3,  The  Controller's.  De^g^rtm^ent^  (Staff  200),,  This  Department  was  divided 
into  the  following  sections^- 

ao  Finance  ^  Cashiers,  Salaries,  Pensions,  Insurance  (staff  14). 

b.  Accounts  Control  (staff  11),  This  section  was  engaged  in  reviewing 
the  accounting  and  costing  methods  used  throughout  the  combination 
and  trying  to  introduce  greater  uniformity, 

c.  Counting  House  (staff  41 )« 

d.  Retail  Shops  Accounts  (staff  3.). 

••  Cost  (staff  48) o  Works  out  costs  of  products  of  chief  factories. 

f.  S78t«nt  (tlaff  3), 

go  Rotaprint  (staff  2)„ 

h,  Hollerith  (staff  9)o  This  section  was  engaged  in  operating  Hollerith 
machines  which  had  been  recently  introduced  into  the  company  for 
dealing  with  sales  and  royalty  statistics, 

ke   Statistical  (staff  9)  concerned  chiefly  with  reports  on  sal^s  and 
finance  made  up  for  the  central  administration  from  reports  received 
from  the  Branches  and  factorieso 

1,  Royalties  (staff  19)  dealt  with  the  eitimates  and  paurraents  of  royalties 
to  which  certain  of  the  company "s  products  were  liable, 

m.  Purchasing  (staff  42).  This  section  dealt  with  all  purchasing  for  the 
Central  Office  and  the  Central  Factories »  and  supeptlged  the  purchasing 
departments  at  the  Blanches. 

4o  Works  Manager°B  DeT}artment  (staff  78?), 

This  departm-^nt  was  responsible  for  all  production  work  carried  on  at 
the  central  factories  and  for  the  supervision  of  all  the  other  factories. 
Its  activities  were  carried  out  through  the  following  sections?  • 

ao   Works  Managei's  Department  (staff  10)  •  general  supervision  of  produc  • 
tiotto  and  study  of  production  developraent» 

"bpCoA  do  Sections  in  charge  of  each  of  the  three  main  central  factories, 
(staff  lespectlvely,,  24? o  86,  82), 
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•,   Shipping  Section,  in  charge  of  shipments  of  all  products  to  the 
Branches  for  distribution  (staff  58), 

f.  Power,  Construction  aid  Maintenance  Section  (staff  72), 

g,  Oeneral  (staff  177) j  included  canteens  and  various  other  services 
to  the  factory  departments, 

h.  Managers'  Canteen  (staff  8), 

k.  Clean  and  Watch  Section  (staff  17) » 

1,  Foreign  Factories  Section  (staff  19),  which  dealt  with  the  corres-- 
pondence  with  the  foreign  factories,  the  general  supervision  of  their 
operations p  and  with  the  training  of  staff  for  the mo 

m.  The  Planning  Section^,  which  was  chiefly  concerned  with  factory  building 
fiuad  extension,  and  with  the  general  layout  of  factory  buildings  at  home 
and  abroad. 


>artment  (staff  71), 


This  Department  was  divided  into  three  sections  each  of  which  reported  to 
the  Depsirtment  Head  who  was  a  member  of  the  Executive  Committee,   The 
Department  was  in  charge  of  all  negotiations  connected  with  the  production 
and  sale  of  the  "A"  products  which  were  accessory  to  the  main  line  of 
machines  produced  by  the  company,  with  the  exception  of  the  actual  process 
of  manufacture  which  was  supervised  by  the  Production  Department,   The  "A" 
products  for  the  English  Branch,  and  certain  of  them  for  all  the  other 
branches,  were  made  at  the  central  factories,,  For  technical  "reasons  there 
were  differences  in  this  product  in  different  countries,  and  it  was  therefore 
produced  in  some  degree  at  each  of  the  Branches  engaged  in  msLnufacturee  The 
central  departments,  however,  exercised  a  5:eneral  supervision  over  the  types, 
categories  and  prices  of  these  products  which  were  produced  locally,  and  the 
ea^enditure  on  this  class  of  production.  It  also  icept  the  Branches  in  touch 
with  the  latest  developments  in  regard  to  manufacturing  methods » 

6.  Product  Engineering  Department,   (staff  212), 

This  department  was  divided  into  the  following  sections^' 

a.  Engineering, 

b.  Production  Design, 

c.  Research. 

d.  Chemical  Engineering, 
•,  Administration, 

f.   Progress, 

It  was  responsible  for  all  the  experiiiental  work  carried  on  by  the 
company  into  the  technical  problems  of  production,  and  for  the  design 
and  development  of  new  products c  While  doing  a  certain  amount  of  research 
work  into  scientific  developments  which  might  be  of  service  in  the  future 
to  the  company's  production,  the  department  did  not  engage  in  "pure" 
scientific  researcho  It  was  responsible  however  for  keeping  touch  with 
scientific  developments  occurlng  in  the  outside  world  which  might  affect 
the  development  of  the  industry^  and  with  the  progress  of  other  firms  and 
institutions  engaged  in  research  within  the  industry  itselfo 
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B,   THE  MAIN  BUSINESS  FUNCTIONSo 

To  obtain  a  more  concrete  view  of  the  executive  activities  of  the 
combination  as  a  whole  each  of  the  main  functions  was  examined  from 
the  point  of  view  of  the  following  questions.   Where  were  the  various 
operating  units  within  the  combination  "belonging  to  this  function 
located?  Who  was  the  chief  executive  officer  responsible  for  thii 
function,  and  to  whom  was  he  responsible?  Was  the  function  centralized 
or  did  the  central  office  advise  the  constituent  units  with  regard  to 
this  function  or  coordinate  their  methods?  What  arrangements  were  there 
for  coordinating  the  work  of  this  function  with  that  of  other  function! 
within  the  combination? 

1,  Production 


a)  Manufacturec   Those  units  of  the  combination  which  were  enga^red 
in  manufacturing  were? 

i.  The  central  factory » 
ii.  Another  factory  in  15ngland  (previously  owned  by  the  Z  Corapemy). 
ill.  Seven  factories  in  foreign  countrieso 

The  two  English  associated  companies  and  one  of  the  foreign  associated 
companies  also  engaged  in  some  form  of  manufacturing o  The  two  home 
f rctorles  were  in  charge  of  the  Works  Manager  who  was  responsible  for 
their  activities  to  the  Qeneral  Manager.  The  managers  of  the  foreign 
factories  reported  to  their  local  Branch  Managers,  though  in  regard  to 
all  technical  tjuestions  they  were  closely  controlled  by  the  Foreign 
factories  Department  of  the  Central  Office,  which  reported  to  the 
Works  Manager,   This  Department  was  also  responsible  for  the  selection 
and  training  of  the  managers  for  the  foreign  factories.  This  close 
control  by  the  Central  Production  Department  did  not  apply  in  the  same 
degree  to  the  manufacturing  activities  of  the  associated  corapanieso 

Coordination  with  other  ftinctions  was  effected  through  the  Joint 
Sales  and  Manufacturing  Committees,  and  the  Executive  Committee  of 
which  the  Works  Manager  was  a  member.   There  were  conference^n  various 
problenB  of  manufacture  at  the  home  and  foreign  factories  which  reported 
to  the  Central  Manufacturing  Conferences. 

b)  Design  -  Manufacturing  Methodso  Designs  for  new  products  were 
vrorkBd  or,.t  entirely  at  the  Central  Office,  though  the  Branch  Managers 
were  allowed  to  mal«  suggestions.  Desi^s  were  worted  out  as  between 
the  Product  Engineering  and  the  Production  Departments,  When  the  new 
product  was  completed  and  approved  for  production  at  the  central  plant, 
the  designs  were  sent  to  the  foreign  factories  to  be  used  by  them. 
Manufacturing  methods  were  also  highly  standardized.  There  was  a. 
committee  of  three  at  the  Central  Office  -  the  Works  Manager,  the 
Head  of  the  Product  Engineering  Department,  and  the  Manager  in  charge 
of  Machine  Sales, which  was  responsible  for  supervising  the  design 

of  new  products,  and  through  whij^  the  activities  of  these  three 
departments  were  coordinated  in  regard  to  this  function* 

c)  Factory  Planning  and  Development,  There  was  a  Planning  Department 
at  the  Central  Office  which  was  in  charge  of  the  building  of  new 
factories  or  the  extension  of  existing  plant.   In  regard  to  this 
function,  the  factories  were  closely  controlled  by  the  central 
department.   This  Department,  which  reported  to  the  Works  Manager, 
served  both  the  home  and  foreign  factories.  The  function  had  been 
carried  on  entirely  from  the  centre  in  the  pae*,but  was  becoming 
somewhat  more  decentralized.  The  decision  to  build  a  new  factory 
for  example,  was  made  at  the  Central  Office.  Based  on  the  past 
tales  and  future  expectations  of  the  Branch,  the  productive  capacity 
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required  was  determined,  and  the  Planning  Department,  on  standard 
formolas  based  on  experience  in  the  other  factories,  estimated  the 
floor  area  dnd  machinery  required  and  the  expense  of  the  job.  Once 
the  estimates  were  passed  by  the  Manufacturing  and  Executive  Con** 
mittees,  the  Planning  Department  sent  out  a  representative  #io 
made  arrangements  with  local  architect  and  builders,  the  types  of 
bulldii^  and  the  layout  being  ai  nearly  as  possible  a  replica  of 
existing  factories.  The  Planning  Department  supervised  the  job  through- 
out. The  tendency  was  developing  to  make  the  information  in  the  hande 
of  the  Central  Department  available  to  the  Branch  Managers  and  to  allow 
them  to  make  their  own  plans  for  developments  and  to  biadget  the  cost. 
The  final  decision  remained  however  in  the  hands  of  the  Executive  Com- 
mittee, 

d)  Labour.   The  provision  of  labour  for  the  various  parts  of  the 
central  factory  was  in  charge  of  a  single  department  reporting  tc 
Manager  in  charge  of  Instrument  Production.  Labour  for  the  foreign 
factories  was  hired  locally  by  the  Factory  Manager.   There  was  no 
attempt  at  standardixation  of  wages  or  working  conditions. 

e)  Transport,   The  Traffic  Department  at  the  Central  Office  dealt 
with  shipments  to  the  central  factories,  and  from  the  central  factories 
to  the  Branches.   It  reported  to  the  Man^^rer  in  charge  of  Instrument 
Production,   There  was  no  central  control  over  the  transport  problems 
of  the  Branches. 

f)  Purchasing c   The  Purchasing  Department  at  the  Central  Office  was 
under  a  Purchasing  Controller  who  reported  to  the  Controller.   The 
department  was  responsible  for  all  purchasing  for  the  central  plant 
and  offices;  the  materials  with  which  it  dealt  were  divided  into  three 
classes?  > 

le  Production  Material. 
11.   General  Stores  Material. 
ill.  Plant  and  Power  Engineering  Materialo 

The  branches  each  had  their  own  purchasing  departments ;  but  these  were 
closely  supervised  by  the  central  department,  especially  in  regard  to 
the  production  materials.  While  the  local  departments  actually  placed 
the  contracts,  the  decisions  as  to  the  types  of  materials  to  be  purchased 
and  the  sources  of  supply  were  usually  made  by  the  central  department, 
though  the  local  managers  were  sometimes  given  more  independence  if  they 
had  special  knowledge  or  if  there  were  any  special  local  sources  ef 
supply  available. 

2e   Distributiong 

a)  Selling.   Besides  the  distributive  organization  for  the  X  Company's 
main  products,  the  combination  operated  two  separate  organizations  for 
the  sale  of  certain  other  of  its  products.  The  Y  Company  sold  under  its 
own  trade  marks  through  wholesale  factors  and  jobbers  an  article  somewhat 
Inferior  in  quality  and  cheaper  In  price  than  the  main  lines  produced 
by  the  combinationo   The  Z  Corapaxiy  sold  its  own  products  under  its  own 
trade  names  direct  to  dealers  in  the  United  kingdom  and  in  some  cases 
through  the  Branches  of  the  X  Company  abroad.   The  units  of  the  com- 
bination concerned  with  the  sales  of  the  X  Company's  main  products 
were  two  departments  of  the  central  off ice, 

lo   The  General  Manager's  Department.  This  supervised  the  operations 
of  the  selling  branches  and  was  responsible  for  the  routine  of 
sales  from  the  central  factories  to  the  branches.  It  also  controlled 
the  Special  froducts  Branch  and  the  Overseas  Branch, 
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li.  The  Product  "A"  DepartTient  which  was  fesponslhle  for 
supervision  and  advice  in  re;p;ard  to  the  sales  of  this 
accessory  throughout  the  combinationo 

The  Central  Office  did  not  distribute  directly  to  dealers  or 
retailers,  hut  only  to  the  various  Branches  of  the  company.  In 
En.^land  there  was  a  Head  Office  Branch  with  separate  offices  from 
the  parent  company,  which  sold  through  retail  shops  and  to  dealers. 
The  foreign  branches  and  subsidiary  associated  and  allied  companies 
were  each  responsible  for  sales  in  their  own  areas,  usually  through 
dealers,  and  in  some  cases  through  the  operation  of  retail  stores. 
Sales  to  foreign  countries  where  there  wai  not  enough  business,  or, 
for  other  reasons,  it  was  thought  inadvisable  to  start  a  local 
Branch,  were  all  in  the  hands  of  the  Overseas  Branch  which  had  its 
offices  at  the  head  office  building.   Itsaccounting  and  statistical 
work  was  done  by  the  head  office  departments,  but  it  was  officially 
an  independent  branch.  All  orders  from  the  distributors  in  these 
areas  came  throtogh  the  Branch  which  was  also  responsible  for  making 
out  sales  forecasts  for  the  territories  it  covered. 

Formerly  one  executive  had  been  in  charge  of  the  Sales  Administration 
Department o  But  he  was  approaching  retirement  and  had  given  up  most  of 
the  executive  work,  though  remaining  a  member  of  the  Hxecutive  Com.nltteev 
This  Department  was  reporting  direct  to  the  General  Manager,  There  were 
four  chief  members  of  its  staff: 

i.  An  executive  who  exercised  special  supervision  over  the  sales  of 
machines  and  was  responsible  rather  for  sales  development  and 
sales  policies  than  for  routine  matters. 

II,  An  assistant  to  the  General  Manager  who  dealt  with  general  matters 
of  policy  with  the  Branch  Managers. 

III,  A  iv.  ,     .  ^ 

Two  officials  each  responsible  for  the  routine  of  sales  and  for 

correspondence  with  a  certain  number  of  Branches. 

The  Branch  Managers  responsible  for  sales  at  the  Branches,  and  the  Manager 
of  the  Product  "A*  Department,  responsible  for  general  supervision  of 
sales  for  this  prod\aet,  also  reported  to  the  General  Manager. 

The  actual  operation  of  the  sales  function  was  thus  decentralized,  but 
at  the  same  time  a  good  deal  of  central  control  was  exercised  over  the 
activities  of  the  Branch  Managers  tty   the  two  central  departments  con- 
cerned with  sales.  For  example,  retail  prices  had  to  be  approved  by 
the  central  office.  The  Branch  Managers  could  not  undertake  any  new 
operation  involving  a  capital  expenditure  of  over  pS5,   or  make  any 
important  change  in  methods  of  distribution  without  the  sanction  of  the 
General  Manager. 

There  were  Management  Conferences  at  the  Z  Company  and  seven  of  the 
Branches^  composed  of  the  two  or  three  chief  officials  of  the  Branch, 
which  dealt  chiefly  vith  questions  concerning  distribution.  These 
reported  through  their  minutes  to  the  S.^les  Conference  at  the  Central 
Office o  The  annual  Branch  Managers'  Convention  was  used  largely  for 
discussion  of  methods  of  distribution,  and  for  comparison  of  ideas 
and  methods  as  amongst  the  various  managers  of  the  Branches,  and 
certain  of  the  central  office  officials,  more  especially  those  concerned 
with  distribution.  Coordination  between  the  Sales  and  other  functions 
at  the  Central  Office  was  effected  through  thiee  other  committees  •  the 
Joint  Sales  and  Manufacturing  Committee,  the  Joint  Sales  and  Product  "A" 
Committee,  and  the  Hzecutive  Committee   Monthly  reports  on  the  general 
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conditions  in  each  territory  (see  p.  24)  were  sent  In  by  the  Branch 
Managers  and  together  with  the  reports  of  sales  obtained  from  the 
Statistical  Department  (these  statistics  were  obtained  from  the  daily 
sheets  of  orders  made  up  in  the  factory,  and  calculated  on  Hollerith 
machines),  a  summary  of  the  position  in  each  Branch  was  made  up  for 
the  General  Manager.   In  addition,  each  Branch  sent  in  an  estimate  of 
sales  for  the  ensuing  nine  months ^  every  three  months,  to  the  General 
Manager's  Department.   There  the  estimates  were  coordinated  and  re- 
vised in  accord?5nce  with  the  department's  opinion  as  to  the  state  of 
trade  at  the  moment,  and  with  their  experience  of  the  usual  accuracy 
of  the  estimates  of  each  Branch  Manager.  The  revised  estimates  were 
submitted  to  the  Joint  Sales  and  Manufacturing  Commit tee 5  and  the 
production  programme  was  based  on  them.  The  estimates  were  reviewed 
and  revised  every  month  by  the  Committee,  in  accordance  with  the 
figures  of  actual  production,  sales,  and  stocks,  and  with  the  corres- 
ponding figures  from  the  foreign  factories.   The  estimates  for  the 
overseas  Branches  were  made  up  by  the  Branch  Manager,  and  based  chiefly 
on  past  sales  figures  and  on  monthly  reports  on  general  trade  conditioiis 
in  each  territory  received  from  the  company's  Bankers. 

b)  Advertising.  Hach  Branch  engaged  in  distribution  had  its  own  adver- 
tising department.  There  was  one  official,  with  the  title  of  Advertising 
Controller,  who  was  responsible  for  advising  as  to  the  advertising  of 
the  various  Branches,  and  for  making  suggestions  as  to  new  methods,  types 
of  display,  etc.  He  was  also  responsible  for  a  certain  amount  of  adver- 
tising material  which  was  put  out  by  the  Central  Office  and  which  could 
be  adapted  and  used  by  the  Branch  Managers  if  they  wished.   In  addition 
to  these  coordlnative  activities  which  had  only  recently  been  developed, 
this  official  was  head  of  the  advertising  department  of  the  Bnglish  Branch, 
though  he  was  officially  a  member  of  the  Head  Office  staff.  Hth  regard 
to  the  other  Branches,  he  had  only  ad^^isory  powers,  the  Branch  Managers 
being  left  free  in  determining  their  own  advertising  methods,  within  the 
limits  of  the  expenditure  allotted  to  them  for  this  purpose  every  year. 

The  Product  '•A"  Department  also  had  a  share  in  the  control  of  the  adver- 
tising of  the  Branches,  since  it  was  responsible  for  reviewing  the  budgets 
for  advertising.   The  method  of  control  of  expenditure  both  on  advertising 
and  also  on  the  production  of  Prod^t  "A"  was  as  followss   Bvery  year, 
each  Branch  sent  in  an  estimate  of  requirements  for  the  ensuing  year  for 
these  two  activities.  These  were  examined  in  the  Product  "A«  Department, 
and  estimated  as  a  percentage  of  sales  for  the  pest  year.  A  report, 
showing  the  comparative  amounts,  and  the  amounts  as  percentages  of  sales 
for  each  Branch  was  made  up  and  Tresented  to  the  Joint  Sales  and  Product 
"A"  Comrlttee,  who  reviewed  each  estimate  and  passed  it  on  with  recom=^ 
mendations  to  the  Finance  and  Executive  Committees.  Th»  total  estimate 
which  had  been  made  by  the  Executive  Committee  on  the  basis  of  these 
primary  estimates,  was  passed  to  the  Board  for  approvals  From  the  total 
allotment  made  by  the  Board,  the  Executive  Committee  distributed  the 
allotments  for  eaeh  Branch.  The  funds  were,  however «  only  passed  to 
the  Branch  Managers  every  three  months,  so  that  if  necessary  the  anounts 
could  be  revised  during  the  yearo 

3.  finance^ 

a)  Accounting  and  Statistical  Costingo    Each  Branch  had  its  own  account^ 
ivg   department  responsible  to  the  Branch  Manager,  and  in  charge  of  all  the 
accounting  of  the  Branch.  The  Controller's  Department  at  the  Head  Office 
was  responsible  for  final  accounting,  and  for  the  accounts  of  the  Head 
Office.  A  progressive  monthly  profit  and  less  statemeat  was  teat  in  ^ 
each  Branch  every  month.  In  1927  an  Accounts  Control  Department  was 
stfi^rted  to  study  the  accounting  sy&  tems  of  the  Branches  and  subsidiaries 
so  as  to  tfy   and  get  more  accurate  systems  for  costing  purposes,  and  also 
more  uniform! tyo  The  Central  Costing  and  Statisi^xcal  Departments  also 


32. 


reportisd  to  the  Controller,  The  work  of  these  depprtments  was 
largely  central! zedo  The  introduction  of  Hollerith  machines  opened 
up  the  possibility  of  even  further  centralization  of  statistical  cal=- 
culatlOHp  "but  their  full  potentialities  had  not  "been  developed  at  the 
date  of  the  enquiry » 

Every  six  months  a  forecast  of  financial  receipts  and  requirements  was 
sent  in  hy  each  of  the  Branches,  and  each  month  an  estimate  of  cash  needed 
for  the  ensuing  month  was  suhmittedg  the  position  of  the  whole  company 
being  reviewed  by  the  Board;,  and  allowances  mrde  accordinglyo 

The  Fiaaace  Commit tee „  which  had  been  started  in  1921 p  acted  as  a  clear- 
ing- house  for  natters  which  came  up  in  the  other  departmental  committees, 
and  which  required  financial  sanction.  The  committee  had  powers  to  sane 
tion  capital  expenditure  up  to  ^250.  and  salaries  of  under  ^16.  per 
annum  c 

t)  Auditing.   AiidltinR;  was  carried  out  through  an  outside  firm  of 
auditors  whose  foreign  branches^  or  representatives  in  the  countries 
concerned,  were  also  responsible  for  auditing  the  accounts  of  the  suV 
•idlaries  and  branches. 

4o   C^fftei^  Manfy^.emen-^. 

a)  Personnel o   The  appointment  of  staff  and  the  fixix^  of  wages ^  salaries 
and  working  conditions,  was  still  to  a  great  extent  decentralized,  and 
even  departmentalized  in  this  combination.   With  the  exception  of  the 
Branch  and  Factory  Managers,  who  were  appointed  by  the  Oeneral  Manager, 
staff  appointments  at  the  Branches  were  filled  locally,  though  all  •agage- 
mentg  Involving  s^^laries  over  ^60o  had  to  receive  the  sanction  of  the 
Central  Officeo   In  addition,  a  list  of  proposed  salary  increases  was 

sent  in  by  each  Branch  every  year  and  reviewed  by  the  Personnel  and 
General  Manager's  Depart-nentso  At  the  Central  Office  there  was  a  per- 
sonnel depart-nent,  the  Manager  of  which  reported  to  the  Company  Secretary, 
who  in  turn  was  responsible  to  the  General  Man^iger  and  was  a  member  of  the 
Executive  Committee.,   The  Department  had  only  been  started  in  1929o  Pre- 
viously  eadi  departmert  head  had  been  responsible  for  staffing  his  own 
department.  The  tradition  of  departmentalism  in  this  respect  persisted 
at  the  time  of  the  enquiry.  While  the  Personnel  Department  maintained 
contact  with  sources  of  supply  of  staff,  advertised  when  necessary,  and 
made  the  first  selection  from  applicants,  the  final  choice  usually  lay 
with  the  Department  Head.  The  Heads  of  Departments  (i^o  are  also  member* 
of  the  Executive  Comaittee)  were  authorised  to  grant  salaries  up  to  ^260. 
per  annumg  above  this  they  had  to  be  referred  to  the  General  Manager « 
Salaries  paid  varied  somewhat  in  the  different  departments,  there  btl«g 
no  uniform  grading  of  jobso  The  Central  Personnel  Department  were,  however, 
responsible  for  the  general  coordination  of  personnel  activities  in  the 
Bead  Office »  They  supervised  schemes  of  training, such  as  lectures  for  the 
staff,  and  assisted  members  of  the  staff  who  wished  to  take  commercial 
coursesu  They  also  kept  a  transfer  list  of  employeesp  and  waiting  lists 
of  applicantso 

Supervlsofy  staffs  for  the  foreign  factories  were  hired  by  the  Csntral 
Foreign  Factories  Department  (assisted  by  the  Personnel  Departaaent),  trained 
at  *ht  central  plant,  and  ssnt  out  as  required,  (see  p.  9«). 

b)  Patentso   There  was  a  small  patent  department  at  the  Head  Offict 
reporting  to  the  Company  Secretary   It  was  started  three  years  before 
the  enquiry o  Previously  the  company '«  patent  work  was  all  done  by  a  finn 
of  patent  agentso  One  of  the  foreign  subsidiaries, in  a  country  rhere  the 
patent  position  presents  special  difficulties,  had  its  own  patent  depart- 
ment. Even  in  this  case  the  activities  of  the  department  were  closely 
controlled  from  the  Central  Office „  In  the  case  of  the  other  Branches 
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the  Branch  Managers  soraeti-nes  had  to  carry  out  negotiations  for  the 
use  of  certain  patents  in  their  territories,  but  only  ^en  acting  on 
the  instructions  of  the  Central  Office.  They  also  had  to  look  out 
for  any  infringements  of  the  cor^pany's  patents  in  their  territories 
and  report  them  to  the  Head  Office  who  advised  on  the  action  to  be 
taken.   Similarly  the  Head  Office  were  sometimes  on  the  look-out 
for  suspected  infringements  by  certain  special  competitors,  and 
made  inquiries  through  the  Branch  Managers o   Iraport.'mt  contracts 
in  regard  to  patents  held  by  other  companies  were  generally  neg- 
otiated by  the  Managing  Director,  though  it  was  the  work  of  the 
Patent  Department  to  make  the  preparatory  investigations.   The 
department  was  also  responsible  for  dealing  with  the  licenses  for 
patents  held  by  the  company,  and  for  such  matters  as  dealing  with 
offers  from  inventors,  cooperating  with  tie  Product  Engineering 
Department  in  looking  into  the  scientific  possibilities  of  new 
patents,  acting  in  a  general  advisory  capacity  to  the  other  depart- 
ments and  to  the  Branches  in  regard  to  patents,  and  linking  up  with 
the  work  of  the  company's  Patent  Agent o 

A  good  deal  of  the  company's  patent  work  was  still  done  through  the 
Patent  Agent.  He  kept  the  registers  of  the  company's  patents,  and 
usually  did  the  work  of  search  in  regard  to  new  patents  and  of  re- 
gistration both  at  home  and, through  his  representatives,  abroad. 
Patents  were  generally  taken  out  in  the  name  of  the  parent  company 
in  all  territories^  except  in  those  cases  where  they  did  not  wish 
it  to  be  known  that  a  foreign  subsidiary  was  under  their  control  » 
when  the  patents  were  sometimes  registered  In  the  name  of  the  sub- 
sidiary. 

The  Patents  Confarence  coordinated  the  patent  work  of  the  company* 
Its  Chairman  was  the  Company  Secretary:  ma   was  lesponsible  for  its 
decisions 5  the  Patent  Agent  usually  attended  and  the  department  was 
represented.  It  decided  all  questions  of  minor  importance,  other 
matters  having  to  be  referred  to  the  Executive  Committee,  (see  Appen- 
dix III). 

c)  Legal.,  The  major  legal  work  of  the  combination  was  centralized. 
There  was  a  amall  legal  department  at  the  Head  Office,  which  dealt 
with  a  certain  number  of  the  minor  legal  qae^stionsj  such  as  the  draft- 
ing of  contracts  with  employees,  purchase  of  land,  etCo  Litigation, 
and  most  matters  which  involved  important  questions  of  policy,  were 
carried  out  by  an  independent  firm  of  eolicitors,  one  member  of  which 
was  on  the  Board,  For  legal  advice  or  action  abroad  such  as  the  forma- 
tion of  a  foreign  company,  the  company  generally  acted  directly  through 
local  lawyers „  None  of  the  Branches  had  a  legal  department  of  its  own, 
but  when  necessary  they  acted  through  independent  firms  of  lawyers,  and 
generally  on  the  advice  of  the  Central  Office » 

5.  ^esearcha. 

The  research  work  of  the  combination  was  carried  out  through  the  Product 
Engineering  Department  of  the  Central  Office.   This  Department  was 
started  in  1923  and  had  since  grown  very  rapidly.   It  was  started 
primarily  with  the  object  of  adapting  for  the  use  of  the  company,  two 
important  American  inventions  which  showed  promise  of  revolutionizing 
the  industry  from  the  technical  point  of  vieWo  Subsequently  the 
Department  started  research  Into  a  number  of  other  probltms  of  produce 
tion  and  design.  In  1928  tho  research  building  was  begun,  and  was 
finally  completed  early  in  1930.   In  the  two  followii^  years  the 
Department  had  grown  through  the  absorbtlon  of  certain  sections  of  the 
factory,  such  as  the  chemical  research  department  and  certain  of  the 
design  departments,  and  the  taking  over  of  the  experimental  department 
of  the  Z  Company.  Part  of  the  design  work  had  been  subsequently  handed 
back  to  the  factory  departments,  as  it  was  decided  that  the  general 
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design  of  types  of  machines  could  T-ell  be  carried  out  in  the  Product 
Engine-^ring  Department,  but  the  detail  of  tool  design,  etc,  ^  was  better 
done  in  close  cooperation  with  the  actual  processes  of  -nonuf acture. 
Projects  undertaken  by  the  department  were  ol  two  types   those  involv- 
ing work  directly  on  new  products  which  had  to  be  developtdfor  menufac- 
tTire  at  a  certain  dattj  and  those  concerned  rather  rith  developments 
which  might  possibly  be  of  use  in  the  company's  products  at  sontie  later 
stage.  The  department  was  ressonsible  for  keeping  in  touch  rith  the 
general  technical  progress  of  the  industry,  and  of  competitors,  and 
with  any  general  scientific  developT.ents  which  mi^ht  be  liable  to  affect 
the  industry  in  the  fut\ire. 


The  Head  of  the  Product  Engineering  Department  was  responsible  to  the 
Oeni^ral  '''-aneger.   He  h«d  the  right  to  attend  the  meetings  of  the  Executive 
Corn-nit  tee,  but  was  not  a  member. 


Within  the  X  Company,  the  Product  Engineering  Department  was  centrftliz«d, 
that  is  to  say,  the  Branches  and  subsidiaries  had  no  research  organiza- 
tions of  their  own,  but  looked  entirely  to  the  Central  Department  for 
the  development  of  new  products  and  processes.  The  American  Company, 
which  controlled  the  X  Company  financiallyc  had  a  large  research  organi- 
zation of  its  own,  «nd  between  these  two  departments  there  was  theoretic-- 
ally  ft  completely  free  exchan-re  of  information.  This  took  the  form  of 
the  exchange  of  monthly  --eneral  reports  on  -nrogress,  and  the  American 
company  sometimes  tent  over  detailed  accounts  of  processes,  of  progress 
of  experiments  and  th5  like.   Purtherj  when  staff  members  of  either  com- 
pany visited  the  other „  they  were  shorn  over  the  work  of  the  research 
departments  with  conaplete  freedomo   The  department  had  not  found,  on  the 
whole,  tha*  written  correspondence  as  to  experiments^  etc. ^  was  of  very 
great  value,  but  they  had  obtained  considerable  benefit  through  the 
opportunity  of  studying  the  nethods  of  the  American  company,  during 
visits  to  the  States. 

In  the  past  there  had  not  been  much  contact  between  the  department  ^nd 
the  Branch  Managers,  but,  in  accordance  with  the  chantS-es  in  policy  which 
have  already  beenrnoted,  the  department  at  the  time  of  the  enquiry  was 
giving  more  information  to  Branch  Managers  than  had  formerly  been  the 
case.  There  was  a  Technical  Publications  Section  in  the  Department 
which  was  originally  started  to  deal  with  various  matters  which  were 
overcrowding  other  sections,  such  as  the  preparation  of  lectures  givta 
to  out tide  associations^  the  sorting  and  analysing  of  technical  publica- 
tions and  other  information  sent  in  to  the  co npany^  and  the  preparation 
of  instruction  books  for  the  Sales  Department.  This  Department  had 
become  a  channel  for  communication  with  the  Branches  on  technical  matters, 
(Vide  p. 15). 

A  departmental  budget  was  made  up  every  six  moithi-  by  the  Product 
Engineering  Doosrttient.  and  referred  to  the  Executive  Cora  nit  tee  and  to 
the  Board  who  determined  the  allotment  for  this  department  for  the 
ensuing  six  months^ 

This  function  was  coordinated  with  other  functions  through  the 
Executive  Committee  to  which  the  Product  Engineering  Conference  re- 
ported and  which  the  'Manager  of  the  Departm^^nt  sometimes  attended, 
and  through  a  small  infonnal  Conference  ca-.sisting  of   the  Worte 
Manager,  the  Manager  in  charge  of  Machine  Sales,  and  the  Mana-ger  of 
the  Product  Engineering  Department,  This  Committee  reported  to  the 
General  Man^^ger  and  was  mainly  responsible  for  the  development  of  the 
nev;  line  of  products  to  be  progxaramed  for  manufacture  each  yeaXo 


It  has  not  been  possible  in  a  short  account  to  rive  details  of  the  routine 
operations  of  the  combination  or  more  thpn  a  veiy  general  idea  of  many  of  its 
pro"bl«ms  and  polieieso  But  emphasis  has  be«n  placed  on  that  part  of  its  opera- 
tions which  presents  problems  similar  to  those  of  almost  any  other  combination  - 
namely,  its  organization. 

It  is  not  advisable,  even  if  it  were  possible,  to  draw  conclusions  in  regard 
to  general  principles  on  the  basis  of  a  single  example.  But  it  is  of  value  to 
consider  one  or  two  points  in  this  organization  which  appear  to  be  of  special 
Interest,  or  which  tend  to  substantiate  conclusions  already  tentatively  estab- 
lished with  regard  to  combination  adraini strati one 

The  picture  presented  is  a  manufacturing  concern,  built  up  in  the  last  thirty 
years  to  a  predominant  place  in  an  industry  which  in  itself  is  new  and  expanding. 
Actually  controlled  by  American  capital,  the  undertaking  has  been  left  almost 
complete  freedom  in  the  direction  of  its  own  policieso 

It  has  had  a  remarkably  steadlyrecord  of  successful  operatiouo  This  success  is 
doubtless  due  in  part  to  the  fact  that  it  is  engaged  in  the  production  of 
articles  for  which  there  has  been  a  constantly  increasing  demandc   It  has, 
however,  had  to  face  many  of  the  difficulties  typical  of  new  industries ,  in- 
cludingcompetitlon,  and  the  fact  that  small  firms  have  constantly  been  started 
under-cutting  the  prices  of  the  established  businesses  and  frequently  going  out 
of  business  very  shortly.  The  success  of  the  X  Company  has  been  due  largely  to 
its  steadily  maintained  reputation  for  the  good  quality  of  its  products. 

One  of  the  most  strikli^  points  about  the  organization,  is  the  extremely  high 
degree  of  centralization  of  policy  which  the  company  has  both  thought  it 
advisable,  and  has  also  been  able  to  maintain,  despite  the  fact  that  the  Branch 
Managers  were  in  many  cases  very  competent,  and  had  been  in  the  service  for  a 
long  period. 

In  the  preliminary  report  published  by  the  Institute  on  this  subject,  emphasis 
was  laid  on  the  difficulty  of  maintaining  a  right  balance  of  centralization 
and  decentralization  as  between  the  Central  Office  and  the  constituent  units. 
It  was  also  suggested  that  many  combinations  are  to  be  found  in  a  state  of 
changing  organization,  the  changes  being  either  in  the  direction  of  greater  op 
less  centralization.  •  It  is  interesting  to  find  that  this  combination  bears 
out  this  generalization.  In  this  case,  a  combination  whi^  had  been  built  up  by 
a  process  of  spreading  outwards  from  a  central  pointy  had  followed  the  policy 
of  keeping  a  close  control  over  the  newly  established  Branches,  had  then  found 
it  essential  to  delegate  a  greater  degree  of  responsibility  to  the  Branches,  both 
because  of  the  increase  in  the  size  of  the  combination,  and  also  for  technical, 
national  and  many  other  reasons. 

Another  interesting  change  from  an  organization  point  of  view,  and  one  which 
perhaps  also  marked  a  stage  in  the  growth  of  the  combination,  was  the  splitting 
up  of  the  functions  of  the  chief  executive,  by  the  appointment  of  a  General 
Ma&ager  as  well  as  a  Managing  Director^  The  resulting  situation  seems  to  have 
been  somewhat  analogous  to  the  distinction  made  in  many  American  combinations 
between  the  duties  of  the  President  and  those  of  a  whole  time  Chairrnan  of  the 
Board.  The  Managing  Director  was  responsible  for  main  questions  of  policy  and 
especially  for  negotiations  outside  the  company,  and  for  development  policies, 
the  General  Manager  for  the  supervision  of  all  the  current  operations  of  the 
company  o 
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The  extensive  use  of  coimitteRs  in  this  organization  is  f»nother  point 
which  cannot  fail  to  strike  the  observer.  The  mere  auraher  of  the  corar- 
mittees  is  in  itself  unusualj  and  it  is  an  interesting  feature  of 
organization  th«t  the  minutes  of  departmental  committees  were  used  as 
a  record  of  decisions  and  of  activities^  as  a  means  of  reporting  the 
activities  of  the  department  to  the  executive*  in  charg*  of  the  oth«r 
chief  functions,  and  to  communicate  decisions  to  those  who  had  to  act 
on  themo   How  far  the  committees  were  of  real  importance  for  discus- 
sion and  for  the  framing  of  policieso  and  how  far  the  system  as  such  was 
found  to  work  satisfactorily^  it  was  extremely  difficult  to  determine. 
Probably  the  value  of  the  system  varied  greatly  as  between  the  differ- 
ent committees,  some  really  existing  only  on  paper  v/hile  others  were  of 
considerable  pr«^ctical  importance^  The  system  was  freed  of  the  dan^tr 
of  divided  responsibility  by  the  fact  that  the  Chairman  of  each  Commit  ^ 
tee  was  responsible  for  decisions.  This  also  meant  *hat  the  degree  to 
which  the  Committee  was  consulted  was  largely  the  choice  of  the  individual 
Chairman.   It  sgppeared  that  the  system  bad  tended  to  throw  too  much  work 
onto  the  Executive  Committee,  Significant  in  this  respect  was  the  short > 
circuiting  of  the  v7ork  of  the  Com-^^iittee  by  the  individual  action  of  the 
General  Manager,  and  by  informal  conferences.  How  far  this  represented 
a  fault  inherent  in  the  system,  and  how  far  it  was  due  to  a  failure  to 
allow  adequate  responsibility  to  the  Heads  of  Departments  acting  in  their 
own  departmental  committees  and  to  the  Branch  Managers ^  it  is  impossible 
to  8ay» 

From  the  point  of  view  of  combination  organization,  the  Branch  Managers » 
Convention  was  an  interesting  experiment  which  seems  to  have  proved  itself 
of  value  both  from  tte  point  of  view  of  the  Branches,,  and  of  the  Central 
Office   With  increasing  decentralization  it  might  well  prove  of  even  great- 
•r  asslstanct  in  providing  an  opportunity  to  the  Branch  Managers  to  compare 
experience,  and  as  a  coordinative  link  with  the  Central  Officeo 

Trends  in  the  general  development  of  business  reflect  themselves  in  the 
organization  of  the  individual  concern.   In  this  combination,  as  in  many 
others  engaged  in  production  of  machines  of  various  kinds ,  factors  such 
as  the  increasing  importance  of  research,  and  of  the  technical  aspects 
of  the  business  have  affected  development   Hence  the  necessity  of  giving 
salesmen  more  technical  training,  and  on  the  other  hand,  the  necessity  of 
studying  consumer  demand  in  quality  and  style  of  product.  Such  tendencies 
had  resulted  in  changes  in  the  importance  of  various  parts  of  the  organiza- 
tion without  necessarily  affecting  the  main  principles  on  which  it  had  been 
built  upo 
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To  Year  snded:- 


TffiB  i  COMPANY.  LTD,  -  FINANCIAL  RESULTS. 

Profit,    Dividend  Bonus  Balance  Un-    Ord. Share  '  Bonus  on 

on  Ord, Shares,  appropriated.  Dividend  ^.  Ord, Shares  >• 

t^ ^ii is 


June  30,  1901 
1902 

1903 

1904 

1905 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 

1930 


79,384 
137.268 
252,285 
211 . 750 
140,229 
212,237 
263.951 
144.125 
58,804 
155,628 
184.749 
156,469 
100,854 
138,186 
16,772 
181,101) 
168,315) 
218,750 
145,398 
150,962 
26.119 
140,307 
283.769 
229,646 
294.294 
338,008 
780,555 
1,132,414 
1,200,913 
879,741 


22,500 

30.000 

47,500 

100.000 

100.000 

100,000 

125.000 

150.000 

125,000 

25.000 

100.000 

100,000 

100.000 

50,000 

60,000 

50.000 
75,000 
112,500 
112,500 
45.000 
112,500 
163,500 
163,500 
218,000 
299,750 
474,119 
676,029 
845,096 


31,844 

98.256 

260. 8P1 

414, 3?2 

445,297 

534.677 

657,915 

644,627 

566,313 

679.135 

268,736 

314,695 

30,073 

39,427 

14,249 

72,506 

163.804 

153,402 

152,564 

128,453 

166,555 

289.736 

a6,376 

413,961 

500,611 

948,077 

1,033,647 

1,285,440 

1,399,371 


6 

6 

6 

10 

10 

10 

15 

16 

16 

5 

ID 

10 

10 

10 

10 
10 
10 
10 
10 
6 
15 
16 
15 
20 
20 
20 
32 
45 
50 


2 

10 
10 
10 
10 
15 
10 

10 
10 
10 


6 
5 
6 


10^ 


Interim 

N 
■ 
N 
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